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1 SUMMARY AND RECOMMENDATIONS

This Assessment Report details the results of the Assessment procedure for both Modification Proposals
P34 and P36, (and their Alternatives), due to the similar issues associated with both Modifications.
However, it should be noted that these are separate Modifications and have been assessed and
developed as such.

1.1 Recommendations

On the basis of the analysis, consultation and assessment undertaken in respect of this Modification
Proposal during the Assessment Procedure, and the resultant findings of this report, the Modification

Group recommends that the BSC Panel should:

It should be noted that these are the provisional recommendations of the Modification Group to date,
and as such, these recommendations may be amended in light of the consultation responses / further
deliberations of the Modification Group.

111 Recommendations for Modification Proposal P34
1. Proceed to the Report Phase;
Recommend to the Authority that the original Modification be rejected,;

2
3. Approve the Alternative Modification;
4

Recommend that the implementation date for the Alternative Modification be 1
December 2002%;

5. Note the indicative implementation cost of £290,000, comprising £193,000 for BSC
Agent System development and £95,000 for ELEXON development and
implementation within an ELEXON BSC Systems Release Project; and

6. Note that the Transmission Company’s Analysis indicates that an amendment to the
Connection and Use of System Code (CUSC) is required as a consequence of the

implementation of this Alternative Modification.
1.1.2 Recommendations for Modification Proposal P36
1. Proceed to the Report Phase;
Recommend to the Authority that the original Modification be rejected,;

Approve the Alternative Modification;

P w N

Recommend that the implementation date for the Alternative Modification be 1
December 2002?;

5. Note the indicative implementation cost of £340,000, comprising £230,000 for BSC
Agent System development and £100,000 for ELEXON development and
implementation within an ELEXON BSC Systems Release Project;

6. Note that the Transmission Company’s Analysis indicates that an amendment to the
Connection and Use of System Code (CUSC) is required as a consequence of the
implementation of this Alternative Modification; and

! Dependent upon receipt of an Authority Decision by 1 September 2002.
2 Dependent upon receipt of an Authority Decision by 16 August 2002.
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7. Note that the Transmission Company’s Analysis indicates that amendments to the
Transmission Company’s systems and processes are required.

1.2 Background

121 Modification Proposal P34

Modification Proposal P34, 'Transfer of Imbalances caused by Balancing Services to the Transmission
Company Energy Account' (Reference 1), was raised by the Transmission Company on 14 August 2001.

The Modification Proposal seeks to amend the settlement calculations such that any imbalance caused
by the provision of certain balancing (Ancillary) services is transferred from the balancing services
provider's Energy Account to the Energy Account of the Transmission Company, thus removing such
energy from the consequence of exposure to imbalance charges (Energy Imbalance, Information
Imbalance and Non-Delivery Charges) (see section 1.5 for the key features).

Modification Proposal P34 requires that the definition of the balancing services to which this mechanism
would apply and the methodology for the calculation of the energy volumes associated with the
provision of such balancing services, be defined by the Transmission Company and approved by the
Authority, with the governance falling outside of the provisions of the Balancing and Settlement Code
(the BSC) (proposed to fall under the Connection Use of System Code (CUSC)). Modification Proposal
P34 also implied a retrospective implementation date of 23 August 2001, as a consequence of the
requested urgent status. This retrospective element has been withdrawn by the Proposer in agreement
with the PIMG and the Authority.

The Initial Written Assessment for Modification Proposal P34 (Reference 2) was submitted to the Panel
meeting of 23 August 2001 for consideration and was submitted to a two month Assessment phase (to
be undertaken by the Pricing Issues Modification Group (PIMG)).

The PIMG, incorporating members of the Connection Use of System Code (CUSC) Working Group, met
initially on the 5 September 2001 to start the Assessment Procedure. At that meeting, the PIMG agreed
that a consultation was required and consequently, such consultation (Reference 8) was issued to
industry on 12 September 2001.

1.2.2 Modification Proposal P36

Modification Proposal P36, 'The generation of Bid - Offer Acceptances relating to energy delivered as a
result of providing Applicable Balancing Services' (Reference 5), was raised by Innogy plc on 10
September 2001. The Panel, (in considering the Initial Written Assessment for Modification Proposal P36
(Reference 6)), determined that Modification Proposal P36 be assessed by the PIMG in conjunction with
Modification Proposal P34.

Modification Proposal P36 seeks to allocate the volume of energy attributable to the provision of certain
'applicable’ balancing services to Bid - Offer Acceptances, thus excluding this energy from the
application of imbalance charges (Energy Imbalance, Information Imbalance and Non Delivery Charges).
The Modification Proposal requires that the definition of the balancing services to which this mechanism
should apply (the 'Applicable Balancing Services") should sit under the provisions of the BSC, as should
the methodology associated with the calculation of the attributable volumes (see section 1.5).

© ELEXON Limited 2002
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1.2.3 Modification Proposals P34 and P36

The PIMG met on 28 September 2001 to continue the assessment of Modification Proposals P34 and
P36. At this meeting, the PIMG considered the consultation responses to Modification Proposal P34 and
discussed the next steps in the assessment procedure for both Modifications.

At the Panel meeting of 18 October 2001, the PIMG requested, and the Panel agreed, to extend the
Assessment procedure such that the Assessment Reports for Modification Proposal P34 and Modification
Proposal P36 be submitted for consideration at the Panel meeting of 13 December 2001.

The PIMG met on 16 October and 6 November 2001 to further assess Modification Proposals P34 and
P36. The Requirements Specifications for both Modification Proposals (Reference 3 and 7) were issued
for industry impact assessment (including assessment by the Transmission Company and BSC Central
Service Agent) on 13 November 2001.

At their meeting of 6 November 2001, the PIMG agreed to consult on both of the Modifications and the
Alternatives that existed at that time. A consultation (Reference 9) was issued for industry consultation
on 14 November 2001.

At the meeting on 6 December 2001, the PIMG also considered the impact assessments and
consultation responses and consequently agreed to request a further extension to the Assessment
procedure. The Panel agreed to an extension such that the Assessment Report be submitted for
consideration at the Panel meeting of 14 February 2002, (with such decision confirmed by the Authority
at that Panel meeting).

The PIMG met again on 8 January 2002 to identify and discuss the issues to be raised in the additional
consultation, with the requisite consultation (Reference 10) provided to industry on 23 January 2002,
with the covering document highlighting the key issues for consideration.

The responses to the consultation were submitted for consideration at the PIMG meeting of 4 February
2002, where the PIMG finalised their recommendations in respect of Modification Proposal P34 and P36
and their Alternatives and finalised the Assessment Report.

1.3 Rationale for Recommendations

1.3.1 Modification Proposal P34

The PIMG agreed that the key objective of the Modification (and this was supported by subsequent
consultations), was that balancing service providers should not be exposed to the consequences of

imbalance for the delivery of energy in the provision of such balancing services.

However, the PIMG believed that amending the BSC, (and therefore the settlement calculations), to
support the provision of an energy volume calculated under governance other than the BSC for the
provision of services defined outside of the governance of the BSC, would not better achieve the
Applicable BSC Objectives. The rationale behind the definition of the balancing services and the
associated methodology / calculation of the associated energy volumes could be amended such that it
did not better facilitate the Applicable Objectives of the BSC, and in a manner such that the amendment
was not transparent to BSC Parties.

Therefore the PIMG believed that, the proposed Modification P34 could not be explicitly assessed with
regards to the Applicable BSC Objectives, and could therefore not be determined to better facilitate the
Applicable BSC Objectives than the current process.

© ELEXON Limited 2002
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The PIMG also noted that Modification Proposal P34 as drafted contained an implied requirement for
retrospective application of the modification (from 23 August 2001). The PIMG raised concerns that such

requirement for retrospective implementation was:
- Not justified by the nature of the Modification; and
- Would not be supported by the Panel or the Authority on this basis.

Therefore the PIMG determined that any solution to the issue raised by Modification Proposal P34, and
eventually presented as an Alternative Modification, would have to be prospective. The PIMG also
agreed to consult on the mechanism in Modification Proposal P34 to obtain parties views if this
Modification were to be prospective only.

The PIMG agreed the initial consultation for Modification Proposal P34 (Reference 8), which explored a
range of options with regards to governance and prospective application.

The Consultation responses (provided in ANNEX 3 and summarised in Section 15) overwhelmingly
supported the approach of bringing the governance under the BSC, and of making any Alternative
Modification prospective only.

The PIMG determined that an Alternative Modification P34 should be based on P34 as drafted, but have
the governance for the definition of the balancing services and the methodology for calculating the
energy volumes associated with the provision of such balancing services under the provisions of the BSC
(with the governance for payments remaining under existing arrangements, namely the CUSC, Ancillary
Service Agreements and Commercial Services Agreements). The Alternative Modification P34 would only
be prospective.

The PIMG initially agreed that the definition of the balancing services and the associated methodology
for calculating the energy volumes associated with the provision of such balancing services be explicitly
included in the BSC. However, the PIMG agreed with the provided legal advice (see section 8 and
ANNEX 7), and agreed that such definition and methodology should take the form of a (new type of)
framework document to the BSC, developed, operated and maintained by the Transmission Company,
but referenced from, and held under the BSC.

The PIMG considered that this form of governance would better, (and continue to better) facilitate
achievement of the Applicable BSC Objectives, as the rationale behind the definition of the balancing
services and the associated methodology / calculation of the associated energy volumes could only be
amended such that it better facilitates achievement of the Applicable Objectives of the BSC, via a
mechanism transparent to BSC Parties.

1.3.2 Modification Proposal P36

The PIMG were also instructed to assess Modification Proposal P36 (Reference 5) to the same timetable
as Modification proposal P34, as it has a similar objective to Modification Proposal P34. Furthermore it
could be considered to offer an alternative mechanism to that defined in Modification Proposal P34, but
with the governance for the definition of the balancing services, the methodology for the calculation of
the associated energy volumes and the payments for the provision of the balancing services (via Bid —
Offer Acceptances) under the provisions of the BSC.

The mechanism proposed for Modification Proposal P36 excludes parties from providing Applicable
Balancing Services, where the Party is not the Lead Party of the associated BM Unit, and / or is not
actively participating in the Balancing Mechanism.

The PIMG agreed that a more equitable approach would be to have a combined approach of P34 and
P36 (thus enabling parties who are not Lead Parties of the associated BM Unit, and / or are not active in
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the Balancing Mechanism, who provide balancing services to the Transmission Company to have the
benefits of being protected from the consequential exposure to imbalance). The governance structure
for this approach would come under the BSC and could better facilitate achievement of the Applicable
BSC Objectives than either of the original Modifications P34 and P36. The PIMG agreed that this
approach would be developed as the Alternative Modification to Modification Proposal P36.

The PIMG also recognised the interaction of Modification Proposal P36, (and Alternative Modification
P36), with a CUSC Amendment currently being progressed (CAP010). The PIMG noted that CAP010
provided a similar mechanism to Modification Proposal P36, and that the Authority would be required to
make a decision as to whether the mechanism should be implemented under the CUSC or under the

BSC.

The PIMG determined that on this basis, they would recommend that both the Alternative Modifications
for P34 and P36 be approved by the Panel. This would allow the Authority to consider the CUSC
Amendments at the same time as the Modification Proposals. This also allows Alternative Modification
P34 to be approved and implemented if Alternative Modification P36 is rejected. This offers a partial
solution to the issues of exposure to imbalance raised by the Modifications, (recognising that it was not
the preferred solution of the PIMG with regards to governance of balancing services payments).

On the basis of these discussions, the PIMG agreed to recommend to the Panel that:
- Modification Proposal P34, as drafted, be rejected;

- Alternative Modification Proposal P34 be Approved;

- Modification Proposal P36, as drafted, be rejected; and

- Alternative Modification Proposal P36 be Approved.

1.4 Related Connection Use of System Code Amendments

There are three Connection Use of System Code (CUSC) amendments in the same area as Modification
Proposals P34 and P36. These have not been considered by the PIMG. They provide supporting
information to Modification Proposal P34 and P36 and their Alternatives. It should be noted that these
amendments are currently undergoing consultation and CAP009 and CAP010 will be presented to the

Authority for decision in February 2002.

141 CAPO09

Raised by First Hydro Company to amend the mechanism for calculating the energy volumes associated
with the delivery of Mandatory Frequency Response.

This requires amendment to Section 4.1.3 of the CUSC to redefine the calculations of volumes formulae
and an associated modification to the CUSC Mandatory Services Agreement.

Therefore it can be seen that this is related to Modifications P34 and P36 as it amends the methodology
currently included in the draft legal text for the Modifications / Alternatives. It is not proposed that this
draft legal text be amended to reflect the amendments proposed by CAP0Q9, as this CUSC amendment
has not been approved at this time. However, the Transmission Company have provided a revised
methodology which is drafted as if CAPO09 has been approved. This revised methodology provided in
ANNEX 2 of this Assessment Report so that the potential amendments (if CAPO09 were to be approved)
to the draft legal text are at least represented in this Assessment Report.

© ELEXON Limited 2002
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1.4.2 CAPO10

Raised by Innogy to amend the payment mechanism under the CUSC for the provision of Mandatory
Frequency Response. The modification seeks to replace the formulae calculated payments for service
provision by the Bid — Offer price.

This requires amendment to Section 4.1.3 of the CUSC to redefine the calculations of payments
formulae.

Therefore it can be seen that this is related to Modification P36 (as drafted) as it is seeking to provide
the same mechanism as that proposed for Modification P36, but entirely under the CUSC.

143 CAPO11

Raised by the Transmission Company to propose a consequential change to the CUSC resulting from any
implementation of Modification Proposal P34 (original, or similar proposal with the same effect as P34).
The amendment to CUSC is required to remove reference to the refund of certain payments made as a
result of the delivery of Ancillary Services and Other Services, including Mode A Frequency Response.

This requires amendment to Section 4.1.3.9A of the CUSC to remove the following payments:
1. Refund of BSC imbalance charges; and
2. Refund of BSC non-delivery charges.

Therefore it can be seen that this CUSC amendment is dependent upon implementation of Modification
Proposal P34 (or Modification Proposal with a similar effect) and is therefore required in addition to such

a Modification to the Balancing and Settlement Code.

© ELEXON Limited 2002
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Modification | Mechanism Applicable Balancing | Payment Mechanism Governance
Proposal Services
Current Balancing Services contracted for by NGC under CUSC | Those defined in the Transmission | There are three components to the | Solely under the Transmission
situation and via bilateral agreements between the service | Licence / CUSC. current payments for services: Licence / CUSC.
provider and the Transmission Company. 1.  Service provision payments;
2. Payment for delivered energy;
3. Imbalance compensation
payments.

It should be noted that 2 and 3 are

rolled up into a single Reference

Price.

All payments are made outside of

the BSC.
P34 Transmission Company calculates the volume of energy | As defined in the Transmission | All payments made under the | Methodology for calculating the
Proposed deemed to have been delivered in the provision of the | Licence / CUSC. Transmission Licence / CUSC. As | energy volumes associated with the

Applicable Balancing Service (in accordance with the
methodology statement);

Transmission Company notifies BMRA (for publishing
on the BMRS) and SAA (for use in settlement
calculations);

The volume of energy notified by the Transmission
Company is removed from the Energy Account of the
Lead Party of the BM Unit providing the balancing
service and thus removed from exposure to imbalance;
and

that

component (3) (i.e. the imbalance

current  situation  except
compensation) of the payments
would be removed (see section 1.4.3

in this Assessment Report — CAP011)

delivery of balancing services would
sit under the Transmission Licence /
CUSC.
The

imbalance (via

removal of exposure to
of the

energy volumes associated with the

removal

delivery of the balancing service
from the Energy Account of the Lead
Party of the BM Unit providing the
balancing service) falls under the
BSC.
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Modification | Mechanism Applicable Balancing | Payment Mechanism Governance
Proposal Services
Implementation date of 23 August 2001.
P34 As for P34 Proposed, except: Any defined in a framework | Asfor P34 Proposed. Methodology for calculating the
Alternative Prospective implementation date. document under the Balancing and energy volumes associated with the
Settlement Code. delivery of balancing services would
It is expected that the Applicable sit in a framework document under
Balancing Services be defined in the the Balancing and Settlement Code.
Methodology Statement containing The removal of exposure to
the methodology for calculating the imbalance (via removal of the
energy volumes associated with the energy volumes associated with the
delivery of balancing services. delivery of the balancing service
from the Energy Account of the Lead
Party of the BM Unit providing the
balancing service) falls under the
BSC.
P36 Prospective implementation date; Mandated for Mandatory Frequency | The Applicable Balancing Service | Methodology for calculating the
Proposed Response, plus any others defined in | Provider will receive the payment for | energy volumes associated with the

Transmission Company calculates the volume of energy
deemed to have been delivered in the provision of the
Applicable Balancing Service (in accordance with the
methodology statement) and notifies it as a Bid — Offer
Acceptance volume over the relevant Settlement
Period;

Transmission Company notifies BMRA (for publishing
on the BMRS) and SAA (for use in settlement
calculations); and

The volume of energy notified by the Transmission
Company is treated as a Bid — Offer Acceptance (but is

a framework document under the

Balancing and Settlement Code.

the provision of the service
(payment (1) under existing
arrangements) under the

Transmission Licence / CUSC.

Payment for the delivery of the
energy is made to the Lead Party of
the relevant BM Unit® as a Bid —
Offer Acceptance under the BSC.

As the volume is notified as a Bid —
Offer acceptance, this is removed

from exposure to imbalance charges

delivery of balancing services would

sit under the Balancing and
Settlement Code (as a new type of

framework document).

The payment for the delivery of
energy and the removal of exposure
Offer
associated with the delivery of the

to imbalance (via Bid -

balancing service from the Energy
Account of the Lead Party of the BM
Unit providing the balancing service)

% It should be noted that the Service Provider may not necessarily be the Lead Party of the associated BM Unit.
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Modification | Mechanism Applicable Balancing | Payment Mechanism Governance
Proposal Services
excluded from the imbalance price calculations). under existing settlement | falls under the BSC.
arrangements.
P36 Prospective implementation date; Any defined in a framework | For Applicable Balancing | Methodology for calculating the
Alternative document under the Balancing and | Services Other than Mandatory | energy volumes associated with the

For Applicable Balancing Services Other than
Mandatory Frequency Response (P34 approach):

Transmission Company calculates the volume of energy
deemed to have been delivered in the provision of the
Applicable Balancing Service (in accordance with the
methodology statement);

Transmission Company notifies BMRA (for publishing
on the BMRS) and SAA (for use in settlement

calculations); and

The volume of energy notified by the Transmission
Company is removed from the Energy Account of the
Lead Party of the BM Unit providing the balancing
service and thus removed from exposure to imbalance.

For Mandatory Frequency Response® (P36

approach):

Transmission Company calculates the volume of energy
deemed to have been delivered in the provision of the
Applicable Balancing Service (in accordance with the
methodology statement) and notifies it as a Bid — Offer
Acceptance volume over the relevant Settlement

Period;

Settlement Code.

Frequency Response:

the
Transmission Licence / CUSC. As
that
component (3) (i.e. the imbalance

Al payments made under

current  situation  except
compensation) of the payments
would be removed (see section 1.4.3

in this Assessment Report — CAP011)

For Mandatory Frequency
Response (and other Applicable

Balancing Services as agreed):

The Applicable Balancing Service
Provider will receive the payment for

the provision of the service
(payment (1) under existing
arrangements) under the

Transmission Licence / CUSC.

Payment for the delivery of the
energy is made to the Lead Party of
the relevant BM Unit® as a Bid —

Offer Acceptance under the BSC.

delivery of balancing services would

sit under the Balancing and
Settlement Code (as a new type of

framework document).

For Applicable Balancing
Services Other than Mandatory

Frequency Response:

The removal of

imbalance (via

exposure  to
removal of the
energy volumes associated with the
delivery of the balancing service
from the Energy Account of the Lead
Party of the BM Unit providing the
balancing service) falls under the
BSC.

For Mandatory Frequency
Response (and other Applicable

Balancing Services as agreed):

The payment for the delivery of
energy and the removal of exposure

to imbalance (via Bid - Offer

“ The Bid — Offer Acceptance mechanism is mandated only for those Service Providers who are Lead Party of the associated BM Unit and active in the Balancing Mechanism. Mandatory Frequency
Response Providers who do not fall into this category can utilise the mechanism whereby the energy volume is removed from the Energy Account of the Lead Party and therefore removed from the

exposure to imbalance charges.
® It should be noted that the Service Provider may not necessarily be the Lead Party of the associated BM Unit. Therefore
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Modification
Proposal

Mechanism

Applicable
Services

Balancing

Payment Mechanism

Governance

Transmission Company notifies BMRA (for publishing
on the BMRS) and SAA (for use in settlement
calculations); and

The volume of energy notified by the Transmission
Company is treated as a Bid — Offer Acceptance (but is

excluded from the imbalance price calculations).

As the volume is notified as a Bid —
Offer acceptance, this is removed
from exposure to imbalance charges
settlement

under existing

arrangements.

associated with the delivery of the
balancing service from the Energy
Account of the Lead Party of the BM
Unit providing the balancing service)
falls under the BSC.
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2 INTRODUCTION

This Report has been prepared by ELEXON Ltd., on behalf of the Balancing and Settlement Code Panel
(‘the Panel’), in accordance with the terms of the Balancing and Settlement Code (‘BSC’). The BSC is the
legal document containing the rules of the balancing mechanism and imbalance settlement process and
related governance provisions. ELEXON is the company that performs the role and functions of the

BSCCo, as defined in the BSC.

An electronic copy of this document can be found on the BSC website, at www.elexon.co.uk

© ELEXON Limited 2002



ASSESSMENT REPORT
Page 18 of 264

3 PURPOSE AND SCOPE OF THE REPORT

BSC Section F sets out the procedures for progressing proposals to amend the BSC (known as
‘Modification Proposals’. These include procedures for proposing, consulting on, developing, evaluating
and reporting to the Authority on potential modifications.

This Assessment Report therefore addresses all of the requirements of the BSC, Section F, with regards
to the Assessment of the Modification, to the extent relevant to the Modification Proposal in question.
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4 MODIFICATION GROUP DETAILS AND TERMS OF REFERENCE

4.1 Modification Group Details

This Assessment Report has been prepared by the Pricing Issues Modification Group incorporating
members of the Connection Use of System Code (CUSC) Working Group. The Membership of the

Modification Group was as follows:

Member

Organisation

Justin Andrews

ELEXON (Chair)

Richard Clarke

ELEXON (Analyst)

Mandi Francis

ELEXON (Analyst)

Nick Sillito

NGC (P34 Proposer)

David Tolley

Innogy (P36 Proposer)

Andrew Murray

Axia Energy

Richard Ford

St. Clements Services

Martin Mate

British Energy Group

Maurice Smith

Campbell Carr

Chris Price

PowerGen

Danielle Lane

British Gas Trading

Anthony Doherty / Adam Higginson

Ofgem

Nick EIms

Enron

Chuan Zhang (CUSC)

London Electricity

Paul Mott London Electricity
Simon Lord Edison Mission Energy
Ben Willis Yorkshire Electricity
4.2 Terms of Reference

The Panel provided specific Terms of Reference for the Pricing Issues Modification Group with regards to
Modification P34 'Transfer of Imbalances caused by Balancing Services to NGC', as follows.

“The Modification Group will:

1. Confirm that there will be no change to the BSC Systems this winter;

The PIMG determined that, given the size of the amendments required to support Modification P34,
and the current implementation schedule associated with an ELEXON BSC Systems Release Project,
it would be very unlikely that a change of the nature of that required to support Modification
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Proposal P34 would be able to be implemented in the BSC Systems this winter. However, the PIMG
noted that any implementation date is dependent upon, and would have to be determined in
conjunction with, the Detailed Level Impact Assessment provided by the BSC Central Service
Provider.

2. Examine achieving the result outside the Code;

The PIMG, at their meetings of 5 September 2001, and 28 September 2001, discussed this point,
but recognised that this fell outside of the remit of the Modification Group as a consequence of this
falling outside of the provisions of the BSC. Therefore the PIMG agreed that this point and the point
raised at (4) be addressed by the Transmission Company in a representation to the Panel.

It should also be noted that the Transmission Company’s analysis (Section 16 of this Assessment
Report) also addresses this aspect.

3. Include in the Group expertise from the pre-CUSC Group involved in this area since it was already
looking at the issues involved;

The membership of the Modification Group was extended to include members of the CUSC Working
Group.

It should also be noted that ELEXON Analysts attended, by invitation, CUSC Working Group
meetings on the subject of issues relating to the provision of balancing services.

4. Provide an explanation of why NGC cannot achieve this contractually;

The PIMG, at their meetings of 5 September 2001, and 28 September 2001, discussed this point,
but recognised that this fell outside of the remit of the Modification Group as a consequence of this
falling outside of the provisions of the BSC. Therefore the PIMG agreed that this point and the point
raised at (2) be addressed by the Transmission Company in a representation to the Panel.

It should also be noted that the Transmission Company’s analysis (Section 16 of this Assessment
Report) also addresses this aspect.

5. Provide an explanation of the governance arrangements relating to these services (since this was
originally intended to be handled under the CUSC arrangements).

This is addressed by the Transmission Company’s analysis and responses to the consultations on
this Modification and its Alternative, and is summarised in Section 16 of this Assessment Report,

with the full response provided in ANNEX 5.

It should also be noted that the Transmission Company’s analysis (Section 16 of this Assessment
Report) also addresses this aspect.

"A report on the above issues would be presented to the Panel at its meeting of September 20. The
Panel also suggested that the Lead Analyst on P34 should attend the CUSC Working Group."

The PIMG reviewed these Terms of Reference at their meeting of 5 September 2001 with a view to
addressing them as part of the Assessment procedure for Modification Proposal P34. The Transmission
Company raised concerns about the Terms of Reference set by the Panel in regards to Modification
Proposal P34. The Transmission Company stated that it believed that a number of the Terms of
Reference were beyond the remit of the Modification Group to consider, as they represented issues that
were beyond the governance of the BSC.

Therefore the advice of The Authority was sought by the Modification Group. The Authority stated that
the Modification Group could, as part of the assessment of the Modification Proposal, touch on and note
issues outside of the BSC for the purposes of the assessment, but that where any party has an issue
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with any aspect that does not fall under the provisions of the BSC, that such issue should be raised
directly with the Authority. With specific regard to the Terms of Reference for the Modification Group in
respect to Modification Proposal P34, the Authority stated that it would ‘have difficulty’ with the
Modification Group extending its remit to matters outside of the BSC and reiterated that issues
pertaining to such aspects should be raised with The Authority by the concerned party.

Therefore the PIMG agreed to recognise this approach during discussions, and agreed that points raised
concerning matters outside of the BSC should be noted, but that any recommendations made by the
Group regarding the Modification Proposal should be limited to matters falling under the provisions of
the BSC.

4.3 History of Modification Proposals P34 and P36

431 Modification Proposal P34

Modification Proposal P34 ‘Transfer of Imbalances caused by Balancing Services to the Transmission
Company Energy Account' (Reference 1) was raised by the Transmission Company on 14 August 2001.
The Transmission Company requested that this be treated as an urgent Modification and a request to
this effect was made to the Panel. The Panel agreed that this Modification should not be treated as
urgent, but agreed that the process for this proposal should be expedited where possible.

The Initial Written Assessment for Modification Proposal P34 (Reference 2) was submitted to the Panel
meeting of 23 August 2001 for consideration. The Panel recommended that Modification P34 be
submitted to a two month Assessment phase, with a requirement for an interim report on the progress
of the Modification Proposal to be submitted for consideration at the Panel meeting of 20 September
2001 and the Assessment Report to be submitted to the Panel meeting of 18 October 2001 for
consideration. The Panel also requested that Terms of Reference specific to this Modification Proposal
be set for the Pricing Issues Modification Group (PIMG) to address during assessment.

The Modification Proposal seeks to amend the settlement calculations such that any imbalance caused
by the provision of certain balancing (Ancillary) services is transferred from the balancing services
provider's Energy Account to the Energy Account of the Transmission Company, thus removing such
energy from the consequence of exposure to imbalance charges (Energy Imbalance, Information
Imbalance and Non-Delivery Charges) (see section 1.5 for the key features).

Modification Proposal P34 requires that the definition of the balancing services to which this mechanism
would apply and the methodology for the calculation of the energy volumes associated with the
provision of such balancing services, be defined by the Transmission Company and approved by the
Authority, with the governance falling outside of the provisions of the Balancing and Settlement Code
(the BSC) (proposed to fall under the Connection Use of System Code (CUSC)). Modification Proposal
P34 also implied a retrospective implementation date of 23 August 2001, as a consequence of the
requested urgent status. This retrospective element has been withdrawn by the Proposer in agreement
with the PIMG and the Authority.

Modification Proposal P34 states that the exposure to imbalance prices as a result of the provision of
balancing services is making balancing service providers reluctant to offer balancing services to the
Transmission Company, (and potentially leading to such services being withdrawn). The Modification
Proposal indicates that this has a consequence of the Transmission Company having to purchase more
expensive balancing services, where they are available, thus increasing the costs of system balancing,
which in turn are passed onto parties via Balancing Use of System (BSUoS) charges. Modification
Proposal P34 also asserts that such reduction in the availability of balancing services could lead to
degradation in the security of the system.
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The Pricing Issues Modification Group (PIMG), incorporating members of the Connection Use of System
Code (CUSC) Working Group, met initially on the 5 September 2001 to start the Assessment Procedure.
The PIMG determined a set of alternative options, (which they believed could better facilitate
achievement of the Applicable BSC Objectives). The PIMG also agreed that the consultation on the Initial
Written Assessment should cover the issues raised and the alternative options. The content of the
associated consultation was reviewed and agreed by the PIMG and was issued to industry on 12
September 2001 (Reference 8, documentation on the BSC Website).

4.3.2 Modification Proposal P36

Modification Proposal P36 'The generation of Bid - Offer Acceptances relating to energy delivered as a
result of providing Applicable Balancing Services' (Reference 5) was raised by Innogy plc on 10
September 2001. This Modification Proposal was similar to one of the options explored as an alternative
to Modification Proposal P34, and sought to address similar issues to Modification Proposal P34. In
recognition of this, the Panel, (in considering the Initial Written Assessment for Modification Proposal
P36 (Reference 6)), determined that Modification Proposal P36 be assessed by the PIMG in conjunction
with Modification Proposal P34, and that the Assessment Report for each of the Modification Proposals,
P34 and P36, be submitted to the Panel meeting of the 15 November 2001 for consideration.

Modification Proposal P36 seeks to allocate the volume of energy attributable to the provision of certain
‘applicable’ balancing services to Bid - Offer Acceptances, thus excluding this energy from the
application of imbalance charges (Energy Imbalance, Information Imbalance and Non Delivery Charges).
The Modification Proposal requires that the definition of the balancing services to which this mechanism
should apply (the 'Applicable Balancing Services’) should sit under the provisions of the BSC, as should
the methodology associated with the calculation of the attributable volumes (see section 1.5).

Modification Proposal P36 asserts that current Ancillary Services payments do not provide adequate
incentive to deliver the contracted levels of services, since delivery (under current arrangements) does
not reduce imbalance exposure. Therefore, the Modification Proposal seeks to incentivise balancing
service providers to deliver as contracted / instructed by introducing an exposure to imbalance and Non
Delivery charges for incorrect delivery.

Modification Proposal P36 differs from Modification Proposal P34 in two fundamental ways (see section
1.5):

1. The mechanism proposed for achieving the objective: Namely allocating the energy attributable to
the provision of balancing services to a Bid - Offer Acceptance (P34 seeks to transfer the energy to
the Energy Account of the Transmission Company); and

2. Modification Proposal P34 requires that any definition of the balancing services and associated
methodology comes under the provisions of the Connection Use of System Code (CUSC),
Modification Proposal P36 requires that both the definition of the 'Applicable Balancing Services' and
the associated methodology for calculation of the attributable energy volumes comes under the
provisions of the BSC.

4.3.3 Modification Proposals P34 and P36

The PIMG met on 28 September 2001 to continue the assessment of Modification Proposal P34 and to
commence assessment of Modification Proposal P36 and to agree an interim report for both Modification
Proposals (P34 and P36) for consideration at the Panel meeting of 18 October 2001. The PIMG
considered the consultation responses to Modification proposal P34 and discussed the next steps in the
assessment procedure for both Modifications. The PIMG agreed that, given the complexity of the
Modifications and the issues required to be addressed for the completion of the Assessment procedure,
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an extension to the Assessment Procedure for both Modification Proposals would need to be requested
at the Panel.

At the Panel meeting of 18 October 2001, the Panel agreed to extend the Assessment Procedure such
that the Assessment Reports for Modification Proposal P34 and Modification Proposal P36 would be
submitted for consideration at the Panel meeting of 13 December 2001.

The PIMG met on 16 October to assess Modification Proposals P34 and P36 against the Applicable BSC
Objectives and to determine whether there is an Alternative Modification which better facilitates the
achievement of the Applicable BSC Objectives than the original.

The PIMG met on 6 November 2001 to complete the Requirement Specifications (Reference 3 and 7
respectively) of the Modification Proposals. The PIMG identified and agreed two Alternative Modifications
that they believed better facilitated the Applicable BSC Objectives than the original Modification

Proposals, as follows:

1. Alternative Modification P34: Utilisation of the same mechanism as that proposed in the original
Modification Proposal P34 with:

- A prospective implementation date (as opposed to the retrospective date contained within the
proposed P34), and

- The balancing services and associated methodology for calculating the energy volumes
associated with the provision of such balancing services falling under the provisions of the BSC
(as opposed to the CUSC, in the proposed P34); and

2. Alternative Modification P36: A combination of the Alternative Modification P34 and the original
Modification P36. The PIMG felt that this covered all aspects of balancing service provision, as the

original Modification Proposal P36 effectively excluded balancing service providers who are:
- Not the Lead Party of the BM Unit; and / or
- Active participants in the Balancing Mechanism.

Therefore, by including the mechanism proposed by Modification P34, all balancing service providers
can benefit from the Modification.

The requirements, '‘Modification P34: 'Transfer of Imbalances caused by Balancing Services to the
Transmission Company Energy Account' Requirements Specification' (Reference 3) and 'Modification
P36: 'The generation of Bid - Offer Acceptances relating to energy delivered as a result of providing
Applicable Balancing Services' Requirements Specification' (Reference 7), were issued for industry
impact assessment (including assessment by the Transmission Company and BSC Central Service Agent)
on 13 November 2001.

At their meeting of 6 November 2001, the PIMG agreed to consult on both of the Modifications and their
Alternatives. A consultation (Reference 9, available on the BSC Website) was issued for industry
consultation on 14 November 2001 (it should be noted that the Consultation was also issued to the
Transmission Company CUSC(?) mailing list to ensure that balancing services providers who are not BSC
Parties had a chance to respond to the consultation).

A legal review of Modification Proposals P34 and P36 (provided in ANNEX 7 of this Assessment Report)
was sought on where the most appropriate governance structure for Modification Proposals P34 and P36
(and their potential Alternatives) and this was presented to the PIMG (at the meeting of 6 December
2001).
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The legal advice stated that the Transmission Company analysis (see ANNEX 5) should be provided to a
further consultation to allow parties to assess these Modification Proposals and their Alternatives, with

all the relevant information.

At the meeting on 6 December 2001, the PIMG considered the impact assessments and consultation
responses.

The PIMG discussed the legal considerations (see ANNEX 7) relating to the most appropriate form of
governance for both of the Modifications. The PIMG agreed with the advice that the definition of the
balancing services and the associated methodology for the calculation of the delivered energy volumes
should be referred to in a methodology statement under the BSC.

The PIMG agreed that the most appropriate way forward would be to utilise a similar mechanism as that
currently in place for the definition of system-to-system flows, namely to provide a reference to the
methodology statement in the BSC, along with any other relevant provisions, but recognising that the
methodology is defined by the Transmission Company and approved by the Authority. This option met
the requirements of the PIMG with regards to the transparency and governance concerns, whilst
retaining the Transmission Company’s responsibility for the definition and maintenance of the balancing
services to which this would apply and the associated methodology.

The PIMG also considered the legal advice regarding the requirement for an additional consultation
based upon the background information, and requested clarification as to whether such consultation
could be undertaken in the Report Phase of the Modification Procedure. The Legal representative
confirmed that the matters required to be consulted on were material, and reiterated that the
Assessment of both the Modifications and their Alternatives should not be considered to be complete

until such consultation had been undertaken (and thus subject to challenge).
The PIMG took into consideration the following:

The amendment to the mechanism for implementing both Modifications and their Alternatives by
the removal of the definitions of balancing services and the associated methodology for calculating
the energy volumes, which was not impact assessed / consulted on as part of the Assessment

phase;

The legal advice to ensure that there is an additional consultation required to complete the
assessment procedure; and

The submission of CUSC Amendments that consider similar issues to Modification Proposals P34
and P36 (CAP0O09 and CAP010) to the Authority for decision in February 2002.

Therefore the PIMG agreed to request a further extension to the Assessment procedure to allow for:

A further consultation (including the amended implementation option of a framework document
under the BSC, Transmission Company Analysis and proposed legal drafting); and

The Authority to have Modification Proposals P34 and P36 for consideration at the same time as the
related CUSC Amendments CAPO09 and CAP010°, thus providing a view of the current array of
amendments in this area for decision.

The PIMG recognised that such extension may not be granted by the Panel and / or the Authority, at the
Panel meeting of 13 December 2001, so the PIMG agreed their recommendations pertaining to both
Modifications and their Alternatives.

® Summarised in Section 1.4 of this Assessment Report.
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The Panel agreed to an extension such that the Assessment Report be submitted to the Panel meeting
on 14 February 2002, (with this decision confirmed by the Authority at the Panel meeting).

The PIMG met again on 8 January 2002 to identify and discuss the issues to be raised in the additional
consultation. The PIMG confirmed the mechanisms supporting both Modification Proposals and their
Alternatives and reviewed the legal drafting in support of both Modifications and their Alternatives. The
PIMG noted that the Transmission Company had issued a CUSC Amendment, CAPO11 (covered in more
detail in Section 1.4 of this Assessment Report), which detailed the consequential amendments required
in the CUSC in support of the implementation of the original P34 Modification Proposal.

The requisite consultation (Reference 10) was provided to industry on 23 January 2002, with the
covering document highlighting the key issues for consideration.

The responses to the consultation were submitted for consideration at the PIMG meeting of 4 February
2002 and are as follows.
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5 DESCRIPTION AND ASSESSMENT AGAINST THE APPLICABLE BSC
OBJECTIVES

51 Assessment of Modifications P34 and P36 and their Alternatives
against the Applicable BSC Objectives

As part of the assessment of the Modification, the PIMG reviewed the objectives of the Modification
against the Objectives of the BSC, as defined in the Transmission Licence Condition C3, paragraph (3),
as follows:

(@) The efficient discharge by the Transmission Company of the obligations imposed under the
Transmission Licence;

(b)  The efficient, economic and co-ordinated operation by the Transmission Company of the
Transmission System;

(c) Promoting effective competition in the generation and supply of electricity, and (so far as
consistent therewith) promoting such competition in the sale and purchase of electricity;

(d)  Promoting efficiency in the implementation and administration of the balancing and
settlement arrangements.

The Proposer of Modification Proposal P34 believes that it will better achieve Objective (3) (a) and (b) as
a consequence of the removal of the exposure to imbalance for energy deemed to be delivered in the
provision of a balancing service incentivising parties to provide such services. Under current
arrangements the proposer believes that balancing services are expensively priced (to account for the
imbalance exposure risk), not being offered, or are being withdrawn, as a direct result of the risk of
exposure to imbalance charges caused by the provision of such services. The proposer believes that this
may pose a threat to the security of the system in the longer term if balancing services become scarcer
or materially more expensive.

Therefore the ability to remove the imbalance exposure risk at source could mean that balancing
services become more competitively priced, especially in the case of commercial services, where the
service provision price includes a premium intended to cover imbalance exposure, and more freely
available, as the risk of imbalance has been removed. In addition, the removal of the requirement for
the Transmission Company to make an imbalance compensation payment for the provision of certain
balancing services, means that all these factors should combine to reduce the balancing services
payments made by the Transmission Company, which again should be reflected in an associated
reduction in Balancing Services Use of System Charges (BSU0S).

The PIMG agreed with this assertion, but believed that the benefits of the Modification Proposal could
not be assessed against the Applicable BSC Objectives without the definition of the balancing services
and the associated methodology for calculating the energy volumes deemed to have been delivered by
the provision of these balancing services falling under the provisions of the BSC.

The majority of the PIMG believed that it was not appropriate to amend settlement calculations,
affecting the cashflows of all parties, to enable volumes to be notified, where those volumes are defined
and calculated outside of the BSC, and therefore under different governance. The PIMG believed that
this introduced the potential for amendments to the definition of the balancing services and associated
methodology to be made which did not better facilitate the Applicable BSC Objectives, under a non BSC
governed change management process, but which directly affects the BSC and BSC Parties via the
settlement cashflows.
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The proposer of Modification Proposal P34 stated, in response to these concerns, that the definition of
the balancing services and the associated methodology would fall under the CUSC amendment process,
with final approval for such definition and methodology coming from the Authority. However, the
majority of the PIMG still felt that there could be potential for amendments to be made to the definition
and methodology which did not better facilitate the Applicable BSC Objectives, as it was believed that
the statutory duties of the Authority may differ according to whether the amendment was being made
to the BSC, or to the CUSC. Therefore the PIMG expressed the requirement for the governance of the
definition and methodology to come under the provisions of the BSC, and the associated change
management process.

Therefore the PIMG believed that the Alternative to Modification Proposal P34 better facilitated the
Applicable BSC Objectives than the original as a consequence of the governance falling under the
provisions of the BSC.

The arguments for the benefits of Modification Proposal P34 also apply to Modification Proposal P36,
(the removal of the exposure to imbalance for the energy deemed to have been delivered in the
provision of balancing services would have a similar effect in increasing competition in the provision of
balancing services, reducing Transmission Company costs in obtaining such services, thus reducing the
associated BSUOS charges).

Modification Proposal P36 also meets the requirements of the PIMG in that:
- The associated definition of the balancing services that the Modification is to apply to;
- The associated methodology for calculation of the energy volumes; and

- The payment for the provision of balancing services (via the Bid — Offer Acceptance and associated
price).

Would all fall under the provisions of the BSC, therefore ensuring that any amendment would better
facilitate the Applicable BSC Objectives.

However, the PIMG noted that Modification Proposal P36, as drafted, may not fully achieve the
Applicable BSC Objective 3(c), i.e. the promotion of competition in the generation and supply of
electricity, as a consequence of the Modification requiring that any provider of Applicable Balancing
Services is:

1. The Lead Party of the relevant BM Unit; and / or
2. An active participant in the Balancing Mechanism.

The PIMG developed an Alternative to Modification Proposal P36, which ensures that all parties offering
balancing services could benefit from the mechanism proposed by Modification P36. The Alternative
extends the mechanism defined by Modification Proposal P36 to include that defined for Modification
Proposal P34, such that all balancing service providers could have an appropriate mechanism for

removing the exposure to imbalance caused by the provision of balancing services.

The PIMG believed that the Alternative to P36 better facilitated the Applicable BSC Objectives than the
original, by expansion of the Modification to include all balancing service providers, rather than just a
subset.
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5.2 Comparison of Modification Proposals P34 and P36 and their Alternatives

The following table compares the Modification Proposals P34 and P36 and their Alternatives in terms of the PIMG’s views as to whether each Modification /
Alternative better facilitates the Applicable BSC Objectives.

Modification

PIMG view on the Applicable BSC Objectives

Proposal

P34 Better facilitates achievement of the Applicable BSC Objectives 3(a), (b) and (c) (see section 5.1).

Proposed However, does not better facilitate achievement of BSC Objective 3(d), as the methodology is not ‘visible’ to the BSC (see section 5.1).

P34 Better facilitates achievement of the Applicable BSC Objectives 3(a), (b) and (c) than P34 Proposed (see section 5.1).

Alternative It meets the principle of the proposed Modification P34 by removal of the exposure to imbalance for energy associated with the delivery of balancing
services, and additionally ensures that future amendments to the methodology statement would fall under the provisions of the Code, therefore ensuring
that future amendments would also better facilitate achievement of BSC Objectives 3(c) and (d).

P36 Better facilitates achievement of the Applicable BSC Objectives 3(a), (b) and (c) (see section 5.1).

Proposed It ensures that future amendments to the methodology statement would fall under the provisions of the Code, therefore ensuring that future
amendments would also better facilitate achievement of BSC Objectives 3 (c) and (d).
However, the mechanism is limited to balancing services providers who are both the Lead Party of the associated BM Unit and actively participating in the
Balancing Mechanism. The PIMG believed that this could be considered to be discriminatory in respect of providing an unreasonable barrier to utilisation
of the proposed mechanism and so does not better facilitate achievement of BSC Objective 3 (c).

P36 Better facilitates achievement of the Applicable BSC Objectives 3(a), (b) and (c) than P36 Proposed (see section 5.1).

Alternative

It ensures that future amendments to the methodology statement would fall under the provisions of the Code, therefore ensuring that future
amendments would also better facilitate achievement of BSC Objectives 3 (c) and (d).

The mechanism proposed by this Modification is open to all (by offering the mechanism proposed under P36 to balancing services providers who are Lead
Parties of the associated BM Unit and actively participating in the Balancing Mechanism, and by offering the mechanism proposed under P34 to all other
balancing services providers).
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6 DESCRIPTION OF MODIFICATION P34 AND THE ALTERNATIVE
MODIFICATION P34

The following section reflects the proposed Modification required to support the implementation of the
proposed Modification Proposal P34 and the Alternative Modification P34, based upon the detail from the
Requirements Specification for Modification Proposal P34, 027AAR (Reference 3). It should be noted
that the Requirements Specification was a working document (for the purpose of obtaining Impact
Assessments and providing context / information for consulting on) and has therefore been superseded
by the detail within this section.

There is significant overlap between the amendments required to support this Modification and those
required to support the Alternative Modification Proposal and therefore the Alternative Modification is
presented as the additional functionality over and above that defined for the original Modification.

The draft legal text to support the implementation of Modification Proposal P34 and its Alternative
provided in ANNEX 1 of this Assessment Report and is referenced throughout the definition of the
requirements for clarity.

For the avoidance of doubt, it is intended that if either the proposed Modification or the Alternative
Modification is implemented, then the implementation should be on a settlement Day basis. Therefore
any assessment should take this approach into consideration.

© ELEXON Limited 2002



ASSESSMENT REPORT
Page 30 of 264

6.1 Proposed Original Modification P34

6.1.1 Overview

At a high level, Modification Proposal P34 requires that (after the event, but within two working days,
i.e. in time for the Interim Information Run) the Transmission Company determine the energy volume
associated with the provision of balancing services for a BM Unit and Settlement Period. On such
determination, the Transmission Company will notify the Settlement Administration Agent (SAA) of the
volumes. These energy volumes will be removed from the Energy Account of the balancing service
provider, thus removing them from exposure to the consequences of imbalance, and transferred to the
Energy Account of the Transmission Company (which is always cashed out at zero).

The energy volumes associated with the provision of balancing services will be reported into the
Balancing Mechanism Reporting Agent (BMRA) for publication on the BMRS (against the associated BM
Units), and to the Settlement Administration Agent for use in the settlement calculations.

Modification Proposal P34 requires that the methodology for determining the energy volumes associated
with the provision of balancing services, and the list of balancing services that this Modification is to
apply to, be held outside of the provisions of the BSC, potentially under the Connection Use of System
Code (CUSC), consequently falling under the provisions of the Transmission Licence. Therefore neither
the balancing services nor the methodology for calculating the associated energy volumes are provided
for original Modification Proposal P34 (although a draft of the potential format for the statement is
included in ANNEX 2 for information).

As a consequence of this approach, no payments are made for the provision of balancing services via
the Balancing Mechanism. All payments for the provision of the balancing services are dealt with outside
of the BSC, via the CUSC and / or Ancillary Services Contracts with the Transmission Company (see
section 1.5 for key features of the Modification).

It should also be noted that balancing services providers can 'opt out' of this process. Where the
providers do not wish to have energy volumes attributable to the provision of balancing services notified
into the Balancing Mechanism under this process, the balancing service provider can notify the
Transmission Company that this is the case. The Transmission Company will not notify energy volumes
attributable to the provision of balancing services into the Balancing Mechanism, for those Parties and /

or BM Units who have opted out of this process.

6.1.2 Definitions Required to Support Modification Proposal P34

The Modification Proposal requires new and amended definitions to support the implementation of the
provision of a new energy volume to the Settlement Administration Agent (SAA), and the associated
amendment to the settlement calculations.

Section X ANNEX X-2 Table X-2 'Technical Glossary' and Table X-3 'Glossary of Acronyms Applying
Except in Relation to Section S' require amendment to include the requisite new and amended

definitions, as defined in ANNEX 1 (a) of this Assessment Report.

6.1.3 Provision of the ‘BM Unit Applicable Balancing Services Volume’

The Transmission Company is required to determine the energy volume associated with the provision of
balancing services, at Settlement Period and BM Unit level and provide such volumes to the Settlement
Administration Agent by the end of the second working day after the Settlement Day to which the
energy volumes pertain.
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The notified volumes relate to the specified BM Unit in a Settlement Period on a Settlement Date only
and it is not intended that they be defaulted.

The Transmission Company will provide a cumulative / total volume for each BM Unit and Settlement
Period, i.e. there will not be multiple, within Settlement Period, volumes notified for a BM Unit for any
one Settlement Period.

The Transmission Company will be able to resubmit an amended ‘BM Unit Applicable Balancing Services
Volume’ to the Settlement Administration Agent at any time after initial notification up to the Final
Reconciliation Run (in a similar manner to that utilised for amending Balancing Services Adjustment Data
(BSAD)). Where the Transmission Company wishes to amend the data, they will resubmit the interface
with the requisite data at any time.

It is expected that the interface providing such volumes to the SAA be fully automated and the format
be agreed between the Transmission Company and the SAA.

Amendment to the BSC, Section Q ‘Balancing Mechanism Activities’ is required to support the provision
of the ‘BM Unit Applicable Balancing Services Volume’ to the Settlement Administration Agent from the
Transmission Company, as defined in ANNEX 1 (a) of this Assessment Report (Q 6.4).

6.1.4 Inclusion of the ‘BM Unit Applicable Balancing Services Volumes’ in Settlement
Calculations

The intent of the Modification is that the energy volumes directly associated with the provision of
balancing services are excluded from the consequence of imbalance charges (Energy Imbalance,
Information Imbalance and Non Delivery charges), by removing this energy from the Energy Account of
the Service Provider (via adjustment of the energy associated with the BM Unit providing the balancing
service) and transferring it to the Energy Account (non Interconnector Error Administrator (IEA)) of the
Transmission Company. The Transmission Company @on IEA) Energy Accounts are exempt from
imbalance charging.

Therefore, in order to support the intent of the Modification, settlement calculations, as defined in
Section T of the BSC, will have to be amended for all Settlement Runs as defined in ANNEX 1 (a) of this
Assessment Report.

It should be noted that ‘Period BM Unit Bid — Offer Volume’ (QBOj), is replaced throughout Section T
with ‘Period BM Unit Balancing Services Volume’' (QBS;) (namely sections T 4.3.2, T 4.3.3, T 45.1, T

4.6.2and T 4.6.3).

The determination of the Period BM Unit Balancing Services Volume (QBSj) in Section T 4.3.2 is required
to be amended as defined in ANNEX 1 (a) of this Assessment Report.

Placing the QAS;; variable in the equation at Section T 4.3.2 means that the:

- Calculation of expected metered volumes (Section T, 4.3.3) is adjusted for ‘BM Unit Applicable
Balancing Services Volume’; and

- This excludes the ‘BM Unit Applicable Balancing Services Volume’ from the calculation of Information
Imbalance volume calculation (Section T 4.3.4), the calculation of Energy Imbalance Prices (Section
T 4.4) and the calculation of Account Credited Energy Volumes (Section T 4.6.2) and consequently
the calculation of Energy Imbalance Volume (Section T 4.6.3).

This amendment effectively adjusts the Energy Account of the Service Provider to account for the ‘BM
Unit Applicable Balancing Services Volume'.
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For consistency with the calculation and reporting of other variables under the BSC, one further
calculation is required in order to determine the ‘Total Period Applicable Balancing Services Volume’
(TQAS)) transferred to the Transmission Company. This will require addition of a calculation into Section
T 4.6 (T 4.6.5), as defined in ANNEX 1 (a) of this Assessment Report.

6.1.5 Settlement Report (SAA-1014) Amendments

The Settlement Report (SAA-1014), all sub flows, require amendment to reflect the application of the
new functionality in the report, so that BSC Parties, the Transmission Company and ELEXON can
replicate the settlement calculations, if required.

Therefore the following amendments are required:

SAA-1014 Subflow 1 - to BSC Parties:

Group SSD 'System Period Data'

Include new data item 'Total Period Applicable Balancing Services Volume'
(TQAS;j) (MWh).

Group BPD 'BM Unit Period Data’

Include new data item 'BM Unit Applicable Balancing Services Volume' (QAS;)
(MWh) and rename existing data item ‘Period BM Unit Big-©ffer Balancing
Services Volume’ (N0164).

SAA-1014 Subflow 2 - to Transmission Company:

Group SP1 'Settlement Period Information’

Include new data item 'Total Period Applicable Balancing Services Volume'
(TQAS;j) (MWh).

Group BPI 'BM Unit Period Data’

Include new data item 'BM Unit Applicable Balancing Services Volume' (QAS;)
(MWh).

Group SSD 'System Period Data'

Include new data item 'Total Period Applicable Balancing Services Volume'
(TQAS;) (MWh).

Group BP7 'BM Unit Period Data’

Include new data item 'BM Unit Applicable Balancing Services Volume' (QAS;)
(MWh) and rename existing data item ‘Period BM Unit Big-©ffer Balancing
Services Volume’ (N0164).
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SAA-1014 Subflow 3 - to ELEXON:
Group SSD 'System Period Data'

Include new data item 'Total Period Applicable Balancing Services Volume'
(TQAS;) (MWh).

Group BUI 'BM Unit Period Data’

Include new data item 'BM Unit Applicable Balancing Services Volume' (QAS;)
(MWh) and rename existing data item ‘Period BM Unit Bid-©ffer Balancing
Services Volume’ (N0164).

6.1.6 Other Changes Required

This section defines amendments to industry systems, processes and documentation not already
identified in the previous sections.

6.1.6.1 Potential Changes to External Systems

All Parties, the Transmission Company and ELEXON are impacted by the amendments to the Settlement
Report. However, it may be possible to utilise the parallel implementation approach defined under
Modification P8 to delay the impact.

Modification P8 proposes that flow version numbering be implemented within the BSC Central Service
Agent. Namely, when a report such as the Settlement Report (SAA-1014) changes and the changes are
implemented, Parties can determine whether they wish to continue receiving the old version of the
report (i.e. without the amendments and therefore reducing the ability to accurately verify their trading
charges), or the new, with the amendments. This enables them to determine the timeframes for
implementation of an amended interface independently of its development within the Central Services
(unlike a ‘big bang’ approach). However, the impact from the implementation of amendments to the
Settlement Report is still likely to be significant.

6.1.7 Potential Changes to Industry Documentation

The following lists the documentation (other than the documentation specific to the BSC Central Service
Agent and therefore 'owned' by the Central Services, such as the User Requirements Specifications) that
requires amendment as a result of the implementation of the Modification with a brief summary of the
potential change. The documentation listed is believed to represent the full set of impacted documents
at this time.

6.1.7.1 BSC Subsidiary Documents - The Reporting Catalogue

The Reporting Catalogue (v2.0) requires amendment to reflect the amendments to the Settlement
Report. The amendments required are described as follows:

3.1.1 Report sent to the Transmission Company (TC)
(b) Settlement Period Information ...

=  Total Period Applicable Balancing ServicesVolume (TQAS;) (MWh)
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(d) BM Unit Period Information

=  BM Unit Applicable Balancing Services Volume (QAS;) (MWh)

(h) Settlement Period Information:

- System Period Data

- Total Period Applicable Balancing Services Volume (TQAS;) (MWh)

(k) BM Unit Period Information

L] BM Unit Period Data:

- BM Unit Applicable Balancing Services Volume (QAS;) (MWh)

3.1.2 Report sent toBSCCo
(c) Settlement Period Information ...

- ... System Period Data

- Total Period Applicable Balancing Services Volume (TQAS;) (MWh)

(d) BM Unit Period Information

=  BM Unit Applicable Balancing Services Volume (QAS;;) (MWh)

3.1.3 Reports sent to Parties
(b) Settlement Period Information ...

=  Total Period Applicable Balancing ServicesVolume (TQAS;) (MWh)

(e) BM Unit Period Information

=  BM Unit Applicable Balancing Services Volume (QAS;;) (MWh)

No other amendments to the BSC Subsidiary Documents, other than those previously defined, are
identified at this time.
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6.1.7.2 Settlement Administration Agent Service Description

The following amendments are required to support the implementation of Modification P34.

Section 1.4 ...

ii) For each Settlement Run:

a. Receive BM Data from the SO including:

BM Unit Applicable Balancing Services Volumes

Section 2.1 System Oper ator ...

211

3.18
3181

BM Unit Applicable Balancing Services Volumes

Calculation of Period BM Unit Bid—Offer Balancing Services Volume

The SAA shall ensure that the Period BM Unit Bid—Offer Balancing Services Volume
(QBOS;) represents the net quantity of Balancing Services energy, consisting of
accepted Bids and Offers, and energy associated with Applicable Balancing Servicess
from BM Unit i in Settlement Period j. It is determined as follows:

QBOS; = S'(QAQ"; + QAB")) +QAS;

The following amendments to the SAA Service Description are required to support the remainder of the
functionality for Modification P34:

3.33

3331

3.33A

Calculation of Account Period Bid—Offer Balancing Services Volume

The SAA shall ensure that the Account Period Bid—Offer Balancing Services Volume
(QABOS;) represents the net volume of Balancing Services energy, consisting of
accepted Bids and Offers, and energy associated with Applicable Balancing Services
attributable to each Energy Account a, in Settlement Period j.

Calculation of Total Period Applicable Balancing Services Volume

3.33A.1

In respect of each Settlement Period, the Total Period Applicable Balancing

Services Volume will be determined as follows:

TOAS = SQAS;

Where S; representsthe sum over all BM Units.
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The SAA Service Description, Appendix A ‘Inputs and Outputs’ requires amendment, as follows, to reflect
the receipt of information from the Transmission Company relating to the provision of the BM Unit

Applicable Balancing Services Volumes:

1. SAA Inputs

Input Flow Description Flow Received From

BM Unit Applicable Balancing Services Volume SO

No other amendments to the Service Descriptions, other than those previously defined, are identified at
this time.

6.1.7.3 NETA Data File Catalogue

The NETA Data File Catalogue requires amendment to include the new and amended reports, as defined
in Sections 6.1.3 (Transmission Company to SAA) and 6.1.5 (amendments to the Settlement Report) of

this Assessment Report.

No other amendments to the NETA Data File Catalogue are identified at this time.

6.1.8 Balancing Mechanism Reporting Agent Functionality

The BMRA and supporting documentation will require amendment, as defined in the following sections.

6.1.8.1 Amendments to BMRA

Section 6.1.3 of this Assessment Report references the interface from the Transmission Company for the
provision of the ‘BM Unit Applicable Balancing Services Volumes'. It is expected that the interface be
provided only once to the BSC Central Service Agent from the Transmission Company (in accordance
with the BSC Section Q, 1.3.1 which states ‘Where ... the Transmission Company is required to send
particular data to both the BMRA and SAA, for so long as the same person acts as BMRA and SAA, the
Transmission Company shall be treated as having sent such data to both of them if it has sent the data
to one of them.”).

It should be noted that the calculations undertaken by BMRA at the end of each Settlement Period are
not affected by the requirement to receive this additional information from the Transmission Company
and the derived data calculation and publishing functionality requires no amendment as a consequence
of implementing this Modification.

6.1.8.2 BMRA Publishing Requirements

The ‘BM Unit Applicable Balancing Services Volumes’ (QASj;) should be published on the BMRA against
the associated BM Unit and Settlement Period for a specific Settlement Date, on a (business) daily basis
(i.e. published for all Settlement Days, but updated / published only on business days).

There is no requirement for BMRA to calculate and publish the Total Period Applicable Balancing
Services Volumes.

6.1.8.3 BSC Amendments

The new clause, as provided in ANNEX 1 (a) of this Assessment Report, for inclusion in the BSC, Section
Q ‘Balancing Mechanism Activities’, (Q 6.4), requires additional mention of the provision of these
volumes to the BMRA, as well as the SAA.
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A new entry in Section V ‘Reporting’, ANNEX V-1: ‘Tables of Reports’, is required, as defined in ANNEX 1
(a) of this Assessment Report.

6.1.8.4 Amendments to the BMRA Service Description

The following amendments to the BMRA Service Description are required to support the publishing of
this data on BMRA.

8 RECEIVE BM DATA

f. BM Unit Applicable Balancing Services Volumes

8.2A Publish the BM _Unit_Applicable Balancing Services Volumes on line within [x]
minutes of receipt.

If the [x]” minutes is determined to be the same as other BM data, which is required to be published
within 5 minutes of receipt, then there is no requirement to add this additional paragraph, as the

requirement / obligation will be covered by the existing paragraph 8.2.
A new entry in Appendix A ‘Input Output Flows', is required:

Balancing M echanism Reporting Inputs

Input Flow Description Flow Received From

BM Unit Applicable Balancing Services Volumes SO

6.1.8.5 BSC Subsidiary Documents - The Reporting Catalogue

The Reporting Catalogue (v2.0) requires amendment to reflect the obligation to publish the BM Unit
Applicable Balancing Services Volumes, as follows:

2.1 Data Posted on the BMRS. ...

(w) BM Unit Applicable Balancing Services Volumes (QAS;;). daily.

" This is a service level requirement and as such it is expected that this be determined as part of any implementation.
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6.2 Alternative Modification P34

6.2.1 Alternative Modification Overview

The Alternative Modification for P34 is based on the original Modification almost in entirety, utilising the
same mechanism and processes for the notification and application of the transfer of energy volumes
associated with the provision of balancing services to the Transmission Company’s Energy Account.
However, the main difference is that:

The Alternative Modification Proposal P34 requires that the methodology for determining the energy
volumes associated with the provision of balancing services, and the list of balancing services that
this Modification is to apply to, be held in a framework document under of the provisions of the BSC,
(rather than under the Connection Use of System Code (CUSC) as proposed by the original
Modification).

It should be noted that payments for these services will remain under the CUSC, rather than under the
BSC, and service providers will still be able to ‘opt out’ of this process by notifying the Transmission
Company.

The following sections describe the ADDITIONAL requirements, over and above those defined in Section

6.1 of this Assessment Report, and should therefore be considered in conjunction with Section 6.1 for
the purposes of any assessment of this Alternative Modification.

6.2.2 Additional Requirements to Support Alternative Modification P34

The amendments to the BSC required to support the implementation of Alternative Modification P34 are
defined in ANNEX 1 (b) of this Assessment Report.

Section X ANNEX X-2 Table X-2 'Technical Glossary' and Table X-3 'Glossary of Acronyms Applying
Except in Relation to Section S' require amendment to include the requisite new and amended
definitions, as defined in ANNEX 1 (b) of this Assessment Report.

6.2.3 Determination of the BM Unit Applicable Balancing Services Volume

The Transmission Company is required to determine the energy volume associated with the provision of
Applicable Balancing Services at BM Unit level, in the form of an energy volume against a BM Unit and
Settlement Period. Therefore a methodology for such determination is required to be included as a
framework document under the BSC. To this end, a reference to such framework document is required
in the BSC, as defined in ANNEX 1 (b) of this Assessment Report.

No further amendments to the BSC, BSC Subsidiary Documentation, industry documentation or BSC
System functionality, additional to that required for the original Modification, is believed to be required
to support Alternative Modification P34.
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7 DESCRIPTION OF MODIFICATION P36 AND THE ALTERNATIVE
MODIFICATION P36

The following section reflects the proposed Modification required to support the implementation of the
proposed Modification Proposal P36 and the Alternative Modification P36, based upon the detail from the
Requirements Specification for Modification Proposal P36, 029AAR (Reference 7). It should be noted
that the Requirements Specification was a working document (for the purpose of obtaining Impact
Assessments and providing context / information for consulting on) and has therefore been superseded
by the detail in this section.

It should be noted that there is no draft legal text to support Modification Proposal P36 and its
Alternative provided in ANNEX 1 at this time. The potential amendments to the Balancing and
Settlement Code are included in this section (7), but it should be noted that these are provided as
examples of the amendments required only, in order to provide context and information regarding the
functionality of Modification Proposal P36 and its Alternative.

For the avoidance of doubt, it is intended that if either the proposed Modification or the Alternative
Modification is implemented, then the implementation should be on a settlement Day basis. Therefore
any assessment should take this approach into consideration.
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7.1 The Proposed Original Modification P36

7.1.1 Overview

At a high level, Modification Proposal P36 requires that (after the event, but within two working days,
i.e. in time for the Initial Information Run) the Transmission Company determine the energy volume
associated with the provision of balancing services for a BM Unit and Settlement Period, according to a
methodology defined within the BSC. These energy volumes will be treated as Bid — Offer Acceptances,
but will be explicitly excluded from Energy Imbalance Price calculations as a consequence of such Bid —
Offer Acceptances resulting from system balancing. Therefore the Service Provider gets the energy
associated with the provision of the balancing service cashed out at the Bid — Offer price and is
protected from the exposure to the consequences of imbalance, as a result of the Bid — Offer
Acceptance.

The energy volumes associated with the provision of balancing services will be reported to the BMRA for
publishing against the relevant BM Unit and Settlement Period and to the SAA for use in the settlement
calculations.

Modification Proposal P36 requires that the methodology for determining the energy volumes associated
with the provision of balancing services, and the list of balancing services that this Modification is to
apply to, be held under the provisions of the BSC, via a framework document under the Code. As a
consequence of this approach, payments are made for the provision of balancing services via the
Balancing Mechanism, this will require an associated amendment to the Connection and Use of System
Code (CUSC) to reflect this change in governance.

It should also be noted that balancing services providers can 'opt out' of this process. Where the
providers do not wish to have energy volumes attributable to the provision of balancing services notified
into the Balancing Mechanism under the process defined, the service provider can notify the
Transmission Company that this is the case. The Transmission Company will not notify energy volumes
(as 'additional' Bid - Offer Acceptances) attributable to the provision of balancing services into the
Balancing Mechanism, for those Parties / BM Units who have opted out of this process.

7.1.2 Transmission Company Methodology

The methodology proposed by the Transmission Company for the calculation and provision of the Bid -
Offer Acceptances associated with the provision of Applicable Balancing Services results in a Bid - Offer
Acceptance volume for a Bid - Offer pair, BM Unit and Settlement Period. The provision of the Bid - Offer
Acceptance in this way effectively means that the Transmission Company undertake the determination
of the Bid - Offer Acceptance volume against the relevant Bid - Offer pair (n), 'bypassing' the SAA
determination of such volumes.

It has been assumed that the Transmission Company will provide the relevant volume against each Bid -
Offer pair, i.e. undertaking a similar integration to that which SAA performs, in order to provide an
acceptance volume against each (relevant) Bid - Offer pair to ensure that the correct Bid - Offer Price is
applied to the relevant volumes.

7.1.3 Definitions Required to Support Modification Proposal P36

The Modification Proposal requires new definitions to support the implementation of the provision of a
new type of Bid — Offer Acceptance to the Settlement Administration Agent (SAA), and the associated

amendment to the settlement calculations.

© ELEXON Limited 2002



ASSESSMENT REPORT
Page 41 of 264

Therefore Section X ANNEX X-2 Table X-2 'Technical Glossary' and Table X-3 ‘Glossary of Acronyms
Applying Except in Relation to Section S’ require amendment to include the requisite new and amended

definitions.

Section X ANNEX X-2 Table X-2 'Technical Glossary' an example of the potential amendment is provided,

as follows:

Defined Term Acronym Units Definition / Explanatory Text

Applicable Balancing Those balancing serviceslisted in the framework

Services

BM Unit Ancillary and OASO”H MWh The amount determined in accordance with the

Other Service Offer framework document.

Acceptance
The BM Unit Ancillary and Other Service Offer
Acceptanceisthe additional quantity of Offer n,
accepted by the Transmission Company in respect
of BM Uniti, in Settlement Period j, and isthe
volume determined to have been delivered asa
consequence of the provision of Applicable
Balancing Services.

BM Unit Ancillary and OASB"H MWh The amount determined in accordance with the

Other ServiceBid framework document.

Acceptance
The BM Unit Ancillary and Other Service Bid
Acceptanceisthe additional guantity of Bid n,
accepted by the Transmission Company in respect
of BM Uniti, in Settlement Period j, and isthe
volume determined to have been delivered asa
consequence of the provision of Applicable
Balancing Services.

Expected Service ESEy MWh The amount deter mined in accordance with the

Energy framework document.
| sthe Expected Service Energy from servicesin
Settlement Period].

Service Flag SEy Isthe Service Flag for sitesin Settlement Period j.
The Service Flag takes the value of 1 if the Lead
Party for the BM Unit which incorporates service s
hasindicated that they wish the energy volume for
the BM Unit to be adjusted for that site Ancillary
and Other Service Volume, other wiseit hasthe

Service - Site Pair S The Service Site Pair providing Ancillary and Other

Service for the Transmission Company
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Section X ANNEX X-2 Table X-3 ‘Glossary of Acronyms Applying Except in Relation to Section S’, an
example of the potential amendment is provided, as follows:

Acronym Units Corresponding Defined Term or Expression

ESEy Mwh Expected Service Eneragy

Mﬂ MWh BM Unit Ancillary and Other Service Offer Acceptance
QASB"; MWh BM Unit Ancillary and Other Service Bid Acceptance
SFy Service Flag

S Service - Site Pair

7.1.4 Amendment of the Definition of a Bid — Offer Acceptance

The BSC, Section Q ‘Balancing Mechanism Activities’, paragraph 5.1 Bid — Offer Acceptances requires an
additional clause to specifically define the Bid — Offer Acceptances made under this Modification, as the
current definition does not include Acceptances made after the event for the purposes of accounting for

energy volumes associated with the provision of Applicable Balancing Services.

51
51.2

513

Bid - Offer Acceptances

The Transmission Company may accept Bid(s) and / or Offer(s) by issuing a
communication under the Grid Code of a type which, for the purposes of the Code, is
classed as an Acceptance pursuant to paragraph 5.1.3 (a) and (b), and by issuing a BM
Unit Ancillary and Other Service Bid - Offer Acceptance pursuant to paragraph

© An Acceptance Volume (BM Unit Ancillary and Other Service Bid
Acceptance / BM Unit Ancillary and Other Service Offer Acceptance)
issued in respect of a BM Unit in accordance with an Ancillary or Other
Service Contract with the Transmission Company and which is calculated

in accordance with the relevant framework document.

Where 5.1.3 is subsequently referred to in Section Q, this should be amended to read '5.1.3 (a) and
(b)', namely in sections 5.1.6, 5.1.7, 5.1.11 and 5.1.13.

The following amendments are also required to Section Q:

53
531

5.3.1A

Acceptance Data

Acceptance Data for a BM Unit, for Acceptances made pursuant to Section Q 5.1.3
(a) and (b), shall comprisethefollowing dataitems: ...

Acceptance Data for a BM Unit, for Acceptances made pursuant to Section Q 5.1.3
(c) shall comprise a Bid - Offer Acceptance volume for each (relevant) valueof 'n'.
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7.1.5 Determination of the Accepted Applicable Balancing Services Bid - Offer Volumes

The Transmission Company is required to determine the energy volume associated with the provision of
Applicable Balancing Services at BM Unit level, in the form of additional Bid — Offer Acceptances against
a BM Unit. Therefore a methodology for such determination is required to be included as a framework
document to the BSC (see section 8). The following is the potential methodology for calculation of the
energy volumes associated with the delivery of the Applicable Balancing Services volumes.

M ethodology to be utilised by the Transmission Company to deter mine Accepted

Ancillary and Other Service Bid — Offer Volumes

1.

The transmisson company will determine the expected variation of power

output, ESE4(t) from the delivery of ancillary service-site pair, s, asfollowstime

t from the start of settlement period j:

1.1 In the event that service-site pair sis aresponse service (ether mandatory
or commercial) delivered by free governor action:

ESE«(t) will be the expected change in power output as a result of variation

in system frequency. This will be derived from the relevant table set out in

the relevant services agreement (as such table is interpreted in accordance
with Paragraph 4.1.3.11of CUSC) by reference to the level of De-Load of
the site concerned at the end of minute and the mean Freguency Deviation
over the minute, m, where minute m contains spot time t, and starts an

integer multiple of 60 seconds from the start of the settlement period j.

for this purpose:

1.1.1 For apostive Frequency Deviation at timet, the expected changein
active power output of site s shall be derived from the high
frequency response capability table set out in the relevant services
agreement; and

1.1.2 For a negative Frequency Deviation at time t, the expected change
in active power output of site sshall bederived from
(i) the primary freguency response capability st out in the

relevant services agreement when the unit is instructed to
provide primary response without secondary r esponse;

(i) the mean of the primary and secondary response capability set
out in the relevant services agreement when the unit is
instructed to provide primary response with secondary
response.

1.2 In the event that service-site pair s is a response service delivered on

initiation by a low or high frequency reay:

ESE,(t) shall be calculated in with reference to the actual system frequency
and the contracted initiation.

121 For the period immediately following an initiation in accordance
with the contract (or where the service would have been obliged to
initiate in accordance with the contract) and prior to a cease or
deemed cease ingruction, the expected change in active power as
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derived from the contracted secondary or high frequency response
(asthe case may be).

122 For the period immediately following a cease (or deemed cease)
instruction the agreed restoration profile.

123 For all other periods,0MW.

1.3 Intheevent that service-site pair sisareserve service
ESE4(t) shall be the instructed (excluding Bid Offer Acceptances) Reserve
ddivery, from service-site pair s, timetfrom the start of settlement period j,
taking account of contracted run-up and run down profiles.

14 Intheevent that service-site pair sisany other service:
ESESJ- t)=0

The Transmission Company will deter mine the expected change in the production
or consumption power of BM Unit i resulting from the delivery of Ancillary or
Other Servicesusing the following formula

qASj (t): i’ (S:sj ’ ESEsj (t))
di
wher e
SFy Isthe Service Flag for service-site pair sin settlement period |.
Takes the value 1, if the Lead Party for the BM Unit that
incor por ates service s has indicated (in accordance with the
notification procedure) that they wish the BM volume to be
adjusted for that site Ancillary and Other Service volume.
Otherwise0.
a I's the summation across all service-site pairs, s, that form part
di

of BMU i.

The Transmission Company will deter mine the instantaneous Offer Acceptance

S|w

a0, 1) = madons, {19

and the instantaneous Bid Acceptance thus;

0ASE; (t) = min(qAS‘j (t),O)

The Transmisson Company will deter mine the expected variation of output of BM

Unit i at timet from the start of settlement period | as a result of bid offer
acceptances thus:
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o

D, t)=&, &, (A8 1)+ ga0(v))

where §, meansthe summation acrossall bid offer acceptancesand &, means

the summation across all bid offer pairs.

The Transmisson Company will deter mine the changein production or

consumption resulting from ancillary or other service delivery as an offer
acceptancein range n, of BM Unit i, timet from the start of settlement period j
thus:

Forn?1

gASOf(t) = maxgmmqu., )+ gASO; (1), anQ, 2 a qBOt ()

n¢-0 @ n¢=0 g

. maxgminE%D” (t) é qBO{j“”(t)% né-quq;“‘(t)%
n¢=0 @ ne=0 [}

forn?-1

& d 0 & e \9
qASO{,—‘(t)= minémax%%D”—(t% SO, (t), A qBQ?"(t)% a quj‘”(t);

nén @ nt=n+l ]

0 g ne 0
- mlnémanqD” a qBO (t)I' a qBOii (t):

nén @ né=n+l g

and as a bid acceptance, thus;

Forn?1

gAsB!(t) = max§mmgqo., +qua,(t>anqJ )= anO.T()
4]

- maxéming(}qD” (t), én_ qBQEn(t)g :%_thBOiTc(t)%

n¢=0 @ nt0 [}

forn?-1

® 9 5 9 0
gASB(t) = minémaxé%ou 1)+ qAsB, (1), & qBOT ()2 & aBQI():

nén @ nt=n+1 ]

8 98O ‘0 & q?‘”(t)?:"

4] nﬂ:n+1 g

- mingamaxgaD”(
né

whereit isassumed that

i. qBOO.l(t) 0;

ii. qBOEL(t) isarbitrarily large and positive; and

iii. aBO”;(t) isassumed to be arbitrarily large and negative such that the bid
offer rangeis extended to accommodate any value of gA S;(t).
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6. TheTransmission Company will deter mine the offer acceptance volume resuting
from ancillary or other serviceddivery falling within bid offer range n, of BM Unit
i, timet from the start of settlement period | thus:

SPD

QASO[ = PASO](t)dt
0

and the bid acceptance volume resulting from ancillary or other service ddivery
falling within bid offer range n, of BM Unit i, time t from the start of settlement

period | thus:

SPD

QASBj = (JASB] (t)dt
0

7.1.6 Provision of the BM Unit Applicable Balancing Services Bid - Offer Acceptances

The Transmission Company is required to determine the energy volume associated with the provision of
Applicable Balancing Services at Bid - Offer pair (n) and BM Unit level and provide such volumes, in the
form of 'additional' Bid — Offer Acceptances to the Settlement Administration Agent by the end of the
second working day from the Settlement Day to which the energy volumes pertain.

The existing interface for provision of Bid - Offer Acceptances into the Settlement Administration Agent
and Balancing Mechanism Reporting Agent is not suitable for use to provide this information, as the
Transmission Company is providing volumes against the BM Unit and not Acceptance spot points.
Therefore a new interface is required between the Transmission Company and the BSC Central Service

Agent.

The format of such interface should be agreed between the BSC Central Service Agent and the
Transmission Company, however, it is expected that the interface be automated. The following provides
an example of the format of this interface for the purposes of clarification only:

From: Transmission Company To: SAA
Settlement Date
Settlement Period
BM Unit
n*
BM Unit Applicable Balancing Services Bid Acceptance (QABO";)

BM Unit Applicable Balancing Services Offer Acceptance (QASO';)

* 1t is expected that a BM Unit Applicable Balancing Services Bid - Offer Acceptance volume be provided
for each relevant value of 'n'.

No Bid - Offer Acceptance number (k) is utilised. This is a consequence of:

- The irrelevance of including a Bid - Offer Acceptance Number at this level, as there is no 'real’
acceptance made, only a notified Acceptance volume after the event; and
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- The requirements of the SAA (and BMRA) with regards to Bid - Offer Acceptance numbering; the
Acceptance numbers are treated very similarly to File Sequence Numbers to enable 'missing’ Bid -
Offer Acceptances to be identified by the Central Services. Therefore, for these ‘additional’
acceptances, the Acceptance number would not be contiguous with those in the same / preceding /
subsequent Settlement Period, potentially causing a significant problem in processing for the Central
Service Agent.

Amendment to the BSC, Section Q ‘Balancing Mechanism Activities’ is required to support the provision
of the ‘BM Unit Applicable Balancing Services Volume’ to the SAA from the Transmission Company. An
example of the potential amendment is provided, as follows:

Section Q

6.3A BM Unit Ancillary and Other Service Bid - Offer Acceptances

6.3A.1 In relation to each Settlement Period and each BM Unit, not later than the end of
the second business day following the Settlement Day, the Transmission Company
shall determine (in accordance with the Code, framework document), and notify
the SAA the additional Bid - Offer Acceptances made by the Transmission
Company (pursuant to Section Q 5.1.3 (c)) with regards to the volume of energy
related to the provision of Ancillary Services and Other Services expected in
relationship to Transmission Company Contracts, by provision of the volumes
associated with ‘BM Unit Ancillary and Other Service Bid Acceptances' (QASB";)
and 'BM Unit Ancillary and Other Service Offer Acceptances’ (QASQ")).

6.3A.2 The Transmission Company may resubmit to the SAA the volumes associated with
the ‘BM Unit Ancillary and Other Service Bid Acceptance and the ‘BM Unit
Ancillary and Other Service Offer Acceptance’ in respect of any BM Unit and
Settlement Period within a Settlement Day at any time prior to the Final
Reconciliation Settlement Run for such Settlement Day and the SAA shall correct
such data in the Settlement Run following such resubmission.

7.1.7 Inclusion of the BM Unit Applicable Balancing Services Bid - Offer Acceptances in
Settlement Calculations

The intent of the Modification is that the energy volumes directly associated with the provision of
Applicable Balancing Services are excluded from the consequence of imbalance charges (Energy
Imbalance, Information Imbalance and Non Delivery charges), by accounting for this energy via Bid —

Offer Acceptances.

Therefore, in order to support the intent of the Modification, settlement calculations, as defined in
Section T of the BSC, will have to be amended for all Settlement Runs. Examples of the potential
amendments are provided, in the following sections.

The determination of the Period BM Unit Total Accepted Offer Volume (QAQ";) and Period BM Unit Total
Accepted Bid — Volume (QAB";) (Section T 3.9) are required to be amended as follows:

3.9.1 In respect of each Settlement Period, for each BM Unit, the total MWh volume of the
Offer accepted from all Acceptances shall be the Period BM Unit Total Accepted Offer
Volume and shall be established as follows:

QAOnij = éQAOknij + ASO”H
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Where S¥ represents the sum over all Acceptances within the Settlement Period.

3.9.2 In respect of each Settlement Period, for each BM Unit, the total MWh volume of the
Bid accepted from all Acceptances shall be the Period BM Unit Total Accepted Bid
Volume and shall be established asfollows:

QAB"; = SQAB""; + QASB";;

Where S represents the sum over all Acceptances within the Settlement Period.

Placing the Accepted Ancillary and Other Service Bid — Offer Volumes in this equation at Section T 3.9
means that the energy volumes associated with the provision of balancing services is treated like any
other Bid — Offer Acceptance, with the exception that these Bid — Offer Acceptances are excluded from
the Energy Imbalance Price calculation.

7.1.8 Settlement Report (SAA-1014) Amendments

The Settlement Report (SAA-1014), all sub flows, requires amendment to reflect the application of the
new functionality in the report, so that BSC Parties, the Transmission Company and ELEXON can
replicate the settlement calculations, if required.

Therefore the following amendments are required:

SAA-1014 Subflow 1 - to BSC Parties:
Group BOD 'BMU Period Bid — Offer Data'

Include new data items ‘BM Unit Applicable Balancing Services Bid Volume’
(QASB";) (MWh) and ‘BM Unit Applicable Balancing Services Offer Volume’
(QASO";) (MWh).

SAA-1014 Subflow 2 - to Transmission Company:
Group BO4 'BMU Period Bid — Offer Data'

Include new data items ‘BM Unit Applicable Balancing Services Bid Volume’
(QASB";)) (Mwh) and ‘BM Unit Applicable Balancing Services Offer Volume’
(QASQ";) (MWh).

SAA-1014 Subflow 3 - to ELEXON:

No amendment required (as Bid — Offer Acceptance data is not reported out).

7.1.9 Other Changes Required

This section defines amendments to industry systems, processes and documentation not already
identified in the previous sections.
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7.1.9.1 Potential Changes to External Systems

All Parties, the Transmission Company and ELEXON (as they also receive the Transmission Company
variant of the Settlement Report) are impacted by the amendments to the Settlement Report. However,
it may be possible to utilise the parallel implementation approach defined under Modification P8 to delay
the impact.

Modification P8 proposes that flow version humbering be implemented within the BSC Central Service
Agent. Namely, when a report such as the Settlement Report (SAA-1014) changes and the changes are
implemented, Parties can determine whether they wish to continue receiving the old version of the
report (i.e. without the amendments and therefore reducing the ability to accurately verify their trading
charges), or the new, with the amendments. This enables them to determine the timeframes for
implementation of an amended interface independently of its development within the Central Services
(unlike a ‘big bang’ approach). However, the impact from the implementation of amendments to the
Settlement Report is still likely to be significant.

7.1.10 Potential Changes to Industry Documentation

The following lists the documentation (other than the documentation specific to the BSC Central Service
Agent and therefore ‘owned' by the Central Services, such as the URSs) that requires amendment as a
result of the implementation of the Modification with a brief summary of the potential change. The
documentation listed is believed to represent the full set of impacted documents at this time.

7.1.10.1 BSC Subsidiary Documents - The Reporting Catalogue

The Reporting Catalogue (v2.0) requires amendment to reflect the amendments to the Settlement
Report. The amendments required are described as follows:

3.1.1 Report sent to the Transmission Company (TC)
(m) BM Unit Period Bid - Offer Information ...
. Bid - Offer Data:
- Period BM Unit Total Accepted Offer Volume (QAO'))

- BM Unit Applicable Balancing Services Bid Acceptance (QABO";) (MWh)

- BM Unit Applicable Balancing Services Offer Acceptance (QASQO";) (MWh)

3.1.3 Reports sent to Parties
(g) BM Unit Period Bid - Offer Information ...
. Bid - Offer Data:
- Period BM Unit Total Accepted Offer Volume (QAO'))

- BM Unit Applicable Balancing Services Bid Acceptance (QABQ";;) (MWh)

- BM Unit Applicable Balancing Services Offer Acceptance (QASQO";) (MWh)

No other amendments to the BSC Subsidiary Documents, other than those previously defined, are
identified at this time.
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7.1.10.2 Service Description for the Settlement Administration Agent

The following amendments are required to support the implementation of Modification P34.

3.12 Calculation of Period BM Unit Total Accepted Offer Volume and Period BM Unit
Total Accepted Bid Volume

3121 The Period BM Unit Total Accepted Offer Volume (QAQT)) is the total MW volume of
Offer n accepted from all Bid - Offer Acceptances. It shall be determined by the SAA as
follows:
QAQ';; = S“(QAD")) + QASQYy

3122 The Period BM Unit Total Accepted Bid Volume (QAB";) is the total MW volume of
Bid n accepted from all Bid - Offer Acceptances. It shall be determined by the SAA as
follows:

QAB"; = S*(QAB")) + QASB";

The SAA Service Description, Appendix A ‘Inputs and Outputs’ requires amendment, as follows, to reflect
the receipt of information from the Transmission Company relating to the provision of the BM Unit
Applicable Balancing Services Volumes:

1. SAA Inputs

Input Flow Description Flow Received From

BM Unit Applicable Balancing Services Bid - Offer Acceptances SO

No other amendments to the Service Descriptions, other than those previously defined, are identified at
this time.

7.1.10.3 NETA Data File Catalogue

The NETA Data File Catalogue requires amendment to include the new and amended reports, as defined
in Sections 7.1.6 (Transmission Company to SAA) and 7.1.8 (amendments to the Settlement Report) of

this Assessment Report.

No other amendments to the NETA Data File Catalogue are identified at this time.
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7.1.11 Balancing Mechanism Reporting Agent Functionality

The BMRA and supporting documentation will require amendment, as defined in the following sections.

7.1.11.1 Amendments to BMRA

Section 7.1.6 of this Assessment Report defines the (example) interface from the Transmission Company
for the provision of the ‘BM Unit Applicable Balancing Services Volumes'. It is expected that the interface
be provided only once to the BSC Central Service Agent from the Transmission Company (in accordance
with the BSC Section Q, 1.3.1 which states ‘Where ... the Transmission Company is required to send
particular data to both the BMRA and SAA, for so long as the same person acts as BMRA and SAA, the
Transmission Company shall be treated as having sent such data to both of them if it has sent the data

to one of them.”).

The BSC, Section V 2.6 covers the calculation by BMRA of indicative data, which is required to be
calculated and published on a half hourly basis.

For two of these calculations, the implementation of this Modification would mean that there would be
insufficient information at the time the calculation was undertaken for the results to be entirely accurate,
as the results would be calculated without consideration of the BM Unit Applicable Balancing Services
Bid - Offer Acceptances.

The two affected calculations are:

- BSC Section V 2.6.4 - the calculation of Indicative Period BM Unit Total Accepted Bid
Volume (1QAB"j) and Indicative Period BM Unit Total Accepted Offer Volume (1QAO");
and

- BSC Section V 2.6.6 - the calculation of Indicative Period BM Unit Bid Cashflow (1CB")
and Indicative Period BM Unit Offer Cashflow (1CO";).

It should be noted that the implementation of the Modification will not affect the Indicative Energy
Imbalance Price calculations and publishing.

7.1.11.2 BMRA Publishing Requirements

The BM Unit Applicable Balancing Services Bid - Offer Acceptances (QASB"; and QASQO";) should be
published on the BMRA against the associated BM Unit and Settlement Period for a specific Settlement
Date, within [x] minutes of receipt®.

7.1.11.3 BSC Amendments

The new clause, for inclusion in the BSC, Section Q ‘Balancing Mechanism Activities’, arbitrarily named Q
6.3A, requires additional mention of the provision of these volumes to the BMRA, as well as the SAA.

® This is a service level requirement, and as such it is expected that this be determined during any implementation.
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A new entry in Section V ‘Reporting’, ANNEX V-1: ‘Tables of Reports’, is required - an example of the
potential amendment is provided, as follows:

Tablel-BMRS

DATA AND RELEVANT | FREQUENCY FORMAT DEFAULT
SETTLEMENT PERIODS

BM Unit Ancillary and | Daily (published for all | Tabular None
Other Service Bid | days on operational days

Acceptances (QASB";) | only)

BM Unit Ancillary and | Daily (published for all | Tabular None
Other  Service Offer | days on operational days

Acceptances (QASQO";) | only)

7.1.11.4 Amendments to the BMRA Service Description

The following amendments to the BMRA Service Description are required to support the publishing of

this data on BMRA.

8 RECEIVE BM DATA

8.2A

Publish the BM Unit Applicable Balancing Services Bid - Offer Acceptanceson line

within [x] minutes of receipt.

If the [X] minutes is determined to be the same as other BM data, which is required to be published
within 5 minutes of receipt, then there is no requirement to add this additional paragraph, as the

requirement / obligation will be covered by the existing paragraph 8.2.

A new entry in Appendix A ‘Input Output Flows’, is required:

Balancing M echanism Reporting Inputs

Input Flow Description

Flow Received From

BM Unit Applicable Balancing Services Bid Acceptances SO

BM ___Unit __ Applicable

Balancing _ Services Offer | SO

Acceptances
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7.2 Alternative Modification P36

7.2.1 Alternative Modification Overview

At a high level, Alternative Modification Proposal P36 requires that (after the event, but within two
working days, i.e. in time for the Interim Initial Information Run) the Transmission Company determine
the energy volume associated with the provision of balancing services for a BM Unit and Settlement
Period, according to a methodology defined within the BSC. These balancing services energy volumes
will be notified as:

BM Unit Applicable Balancing Services Bid - Offer Acceptances. These will be explicitly excluded from
Energy Imbalance Price calculations as a consequence of such Bid — Offer Acceptances being
attributable to system balancing. Therefore the Service Provider gets the energy associated with the
provision of the balancing service cashed out at the Bid — Offer price and is protected from the

exposure to the consequences of imbalance; and / or

BM Unit Applicable Balancing Services Volumes. These will be removed from the Energy Account of
the balancing service provider, thus removing them from exposure to the consequences of

imbalance, and transferred to the Energy Account of the Transmission Company.

It should be noted that both types of balancing service energy volumes can be determined and notified
for one BM Unit, where the energy volumes so notified are attributable to the provision of separate
balancing services, for example, BM Unit Applicable Balancing Services Bid - Offer Acceptances for
mandatory frequency response, and BM Unit Applicable Balancing Services Volumes for standing reserve

provision.

The energy volumes associated with the provision of balancing services will be reported into the
Balancing Mechanism Reporting Agent for publishing against the relevant BM Unit and Settlement Period
and to the Settlement Administration Agent for use in the settlement calculations.

Alternative Modification Proposal P36 requires that the methodology for determining the energy volumes
associated with the provision of balancing services, and the list of balancing services that this
Modification is to apply to, be held in a framework document under the provisions of the BSC (see

section 8). As a consequence of this approach:

BM Unit Applicable Balancing Services Bid - Offer Acceptances - payments are made for the energy
associated with the provision of balancing services via the Balancing Mechanism and this will require
a consequential amendment to the Connection and Use of System Code (CUSC) to reflect this
change in governance; and

BM Unit Applicable Balancing Services Volumes — payments are made for the provision of balancing
services outside of the Balancing Mechanism, under the Connection and Use of System Code
(CUSC). However, it should be noted that this will require a consequential amendment to the
Connection and Use of System Code (CUSC) to reflect the removal of the imbalance compensation

payment.

It should also be noted that balancing services providers can 'opt out' of this process. Where the
providers do not wish to have energy volumes attributable to the provision of balancing services notified
into the Balancing Mechanism under the process defined, the service provider can notify the
Transmission Company that this is the case. The Transmission Company will not notify energy
attributable to the provision of balancing services into the Balancing Mechanism, for those Parties / BM
Units who have opted out of this process.
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7.2.2 Definitions Required to Support Alternative Modification P36

The Alternative Modification requires new and amended definitions to support the implementation of the
provision of a new energy volume and a new type of Bid — offer Acceptance volume to the Settlement
Administration Agent (SAA), and the associated amendment to the settlement calculations.

Therefore Section X ANNEX X-2 Table X-2 'Technical Glossary' and Table X-3 'Glossary of Acronyms
Applying Except in Relation to Section S' require amendment to include the requisite new and amended
definitions.

Section X ANNEX X-2 Table X-2 'Technical Glossary', an example of the potential amendment is
provided, as follows:

Defined Term Acronym Units Definition / Explanatory Text
Account Period Bid— QABOy MWh The quantity determined in accordance with section T
Offer Balancing 4.6.2

Services Volume
The Account Period Bid—Offer Balancing Services
Volume is the sum of the quantity of Balancing
Services enerqgy, consisting of accepted Bids and
Offers, and energy associated with Ancillary and
Other servicesfromall BM Units for which Energy
Account a isthe Lead Energy Account in Settlement

Periodj.
Applicable Balancing Those balancing serviceslisted in the framework
Services document
Applicable Balancing Theprovider of the Applicable Balancing Service,

Services Provider

BM Unit Ancillary and | QASB; MWh The amount deter mined in accordance with the

Other ServiceBid methodology in the framework document.

Acceptance
The BM Unit Ancillary and Other Service Bid
Acceptanceisthe additional guantity of Bid n,
accepted by the Transmission Company in respect
of BM Uniti, in Settlement Period |, and isthe
volume determined to have been delivered asa
consequence of the provision of Applicable
Balancing Services.

BM Unit Ancillary and OASO”H MWh The amount determined in accordance with the

Other Service Offer methodology in the framework document.

Acceptance
The BM Unit Ancillary and Other Service Offer
Acceptanceisthe additional quantity of Offer n,
accepted by the Transmission Company in respect
of BM Uniti, in Settlement Period j, and isthe
volume determined to have been delivered asa
consequence of the provision of Applicable
Balancing Services.

BM Unit Ancillary and | QAS;; MWh The amount determined in accordance with

Other Service Energy Section Q 6.3A.1.

Volume
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Defined Term

Acronym

Units

Definition / Explanatory Text

The volume of energy expected to be delivered by
BM Uniti in Settlement Period j to meet Ancillary
or Other Contracts with the Transmission

Company.

Expected Response
Power

The amount determined in accordance with the
framework document.

| sthe Expected Response Power for sitesin
response mode m

Expected Service
Energy

<
=

The amount determined in accordance with the
framework document

| sthe Expected Service Energy from servicesin
Settlement Period | .

Instructed Reserve
Delivery

Isthe Instructed (excluding Bid — Offer
Acceptances) Reserve delivery, from site s, timet
from the start of the Settlement Period |, taking
account of contracted run-up and run down

profiles.

Period BM Unit Bid—
Offer Balancing
Services Volume

QBO;

MWh

The quantity determined in accordance with section T
4.3.2

The Period BM Unit Bid—Offer Balancing Services
Volumeisthe net quantity of Balancing Services
energy. consisting of accepted Bids and Offers and
enerqgy associated with Ancillary and Other services
from BM Uniti in Settlement Period j.

Service Flag

Sky

Isthe Service Flag for sitesin Settlement Period; .

The Service Flag takes the value of 1 if the Lead
Party for the BM Unit which incorporates service s
has indicated that they wish the energy volume for
the BM Unit to be adjusted for that site Ancillary
and Other Service Volume, other wiseit hasthe
value of 0.

Service Site Pair

The Service Site Pair s, providing Ancillary and
Other Servicesfor the Transmission Company.

Total Period Ancillary

TQAS;

and Other Service
Energy Volume

The amount determined in accordance with
Section T 4.6.5.

The Total Period Ancillary and Other Service
Energy Volume isthe net quantity of enerqy
determined to be delivered by all BM Unitsin
Settlement Period j to meet Ancillary or Other
Contracts with the Transmission Company.
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Section X ANNEX X-2 Table X-3 'Glossary of Acronyms Applying Except in Relation to Section S', an
example of the potential amendment is provided, as follows:

Acronym Units Corresponding Defined Term or Expression

ERMs MW Expected Response Power

ESE4 MWh Expected Service Energy

() MW Instructed Reserve Delivery

QABO; MWh Account Period Bid—Offer Balancing Services Volume
QAS; MWh BM Unit Ancillary and Other Service Energy Volume
LSO”H MWh BM Unit Ancillary and Other Service Offer Acceptance
QASB"; MWh BM Unit Ancillary and Other Service Bid Acceptance
QBOG; MWh Period BM Unit Bid—O#ffer Balancing Services Volume
SFy Service Flag

TOAS; MWh Total Period Ancillary and Other Service Energy Volume

The BSC, Section Q ‘Balancing Mechanism Activities’, paragraph 5.1 Bid — Offer Acceptances requires an
additional clause to specifically define the Bid — Offer Acceptances made under this Modification, as the
current definition does not include Acceptances made after the event for the purposes of accounting for
energy volumes associated with the provision of Applicable Balancing Services.

An example of the potential amendment is provided, as follows:
51 Bid - Offer Acceptances

5.1.2 The Transmission Company may accept Bid(s) and / or Offer(s) by issuing a
communication under the Grid Code of a type which, for the purposes of the Code, is
classed as an Acceptance pursuant to paragraph 5.1.3 (a) and (b), and by issuing a BM
Unit Ancillary and Other Service Bid - Offer Acceptance pursuant to paragraph

5.1.3(¢).

513

(© An_ Acceptance Volume (BM Unit Ancillary and Other Service Bid
Acceptance / BM Unit Ancillary and Other Service Offer Acceptance)
issued in respect of a BM Unit in accordance with an Ancillary or Other
Service Contract with the Transmission Company and which is calculated
in accordance with the framework document.

Where 5.1.3 is subsequently referred to in Section Q, this should be amended to read '5.1.3 (a) and
(b)', namely in sections 5.1.6, 5.1.7, 5.1.11 and 5.1.13.

53 Acceptance Data

5.3.1 Acceptance Data for a BM Unit,_for Acceptances made pursuant to Section Q 5.1.3
(a) and (b), shall comprisethe following dataitems: ...
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5.3.1A Acceptance Data for a BM Unit, for Acceptances made pursuant to Section Q 5.1.3
(c) shall comprise aBid - Offer Acceptance volume for_each (relevant) value of 'n’.

7.2.3 Determination of the Accepted Applicable Balancing Services Bid - Offer Volumes

The Transmission Company is required to determine the energy volume associated with the provision of
Applicable Balancing Services at BM Unit level, in the form of an energy volume against a BM Unit and
Settlement Period and also in the form of additional Bid — Offer Acceptances against a BM Unit.
Therefore a methodology for such determination is required to be included as a framework document to
the BSC (see section 8). The following is the potential methodology for calculation of the energy
volumes associated with the delivery of the Applicable Balancing Services volumes.

Methodology to be utilised by the Transmisson Company to determine BM Unit
Ancillary and Other Service Volumes and BM UNit Ancillary and Other ServiceBid —
Offer Acceptances

1. Applicable Balancing Services

1.1 The methodology @fined in this framework document, pertains to the
following Applicable Balancing Services:

(a) M andatory Freguency Response;

(b) Commercial Response;

(c) Fast Reserve and

(d) Standing Reserve.

Where the Lead Party has notified the Transmisson Company to set the
Service Flag to 1 for the BM Unit incor por ating the site that provides the
Applicable Balancing Service.

The following methodology in paragraph 2 is a proposed view of the potential calculation for
the purposes of clarification only. This methodology is based upon the current methodology
proposed for inclusion in the Connection Use of System Code, and may be amended.
Therefore this section of the Code may reference to the CUSC, or some other arrangement
may be required in order to maintain the consistency and correctness of this methodology.

2. Deter mination of BM Unit Ancillary and Other Service Energy Volumes

2.1 The Expected Response Power for site s when in response mode m is
determined as follows;

) For response modes ddlivered by free governor action, this will be
derived from the relevant table set out in the relevant services agreement
(as such table in interpreted in accordance with Paragraph 4.1.3.11 of the
Connection and Use of System Code) by reference to the leve of De-L oad
of the site concerned at the end of minute m and the mean Freguency
Deviation over that minute. For this purpose:
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(@ for apositive Frequency Deviation in minute m, the expected
change in active power output of site sshall be derived from
the high freguency response capability table set out in the
relevant services agreement; and

(b) for a negative Freguency Deviation in minute m, the
expected change in active power output of site s shall be
(where the Applicable Balancing Services Provider is
instructed to provide Primary Response together with
Secondary Response) the mean aver age value of the Primary
Response capability and Secondary Response capability, or
(where the Applicable Balancing Services Provider is
instructed to provide Primary Response without Secondary
Response) Primary Response capability, in each case derived
from the low freguency response table set out in the relevant
Services agr eement.

(ii) For response delivered by low or high frequency relay initiation
shall be calculated with reference to the actual system frequency
and the contracted initiation:

(@) For the period immediately following an initiation in
accor dance with the contract (or where the service would
have been obliged to initiate in accor dance with the contract)
and prior to a cease or deemed cease instruction, the
expected change in active power as deived from the
contracted secondary or high frequency response (as the

case may be);

(b) For the period immediately following a cease, or deemed
cease, instruction the agreed restoration profile; and

(c)  For all other periods, 0 MW.

2.2 Where the Applicable Balancing Service is Response, then the Expected
Service Energy for a BM Unit and Settlement Period is determined as
follows;

Ry O
ESEy =8, 8 &=t
TOUmIs 60 5
whereS; ;_is the sum over all minutes in the Settlement Period and S is
the sum over all response modes, m
2.3  Where the Applicable Balancing Service is Reserve, then the Expected

Service Energy for a BM Unit and Settlement Period is determined as
follows;

SPD

ESE; = ()5 (tht

0
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24 Where the Applicable Balancing Service is not listed in the framework
document, 1.1, then the Expected Service Energy for a BM Unit and
Settlement Period isO MWh.

25 The BM Unit Ancillary and Other Service Volume for a BM Unit and

Settlement Period (QAS;) is determined as follows:

QAS; =Sq4 (SFy x ESEy)

whereSg4 ; isthesum acrossall sites, s, forming all, or part of, BM Unit i.

Deter mination of BM Unit Ancillary and Other Service Bid — Offer Acceptances

The transmission company will determine the expected variation of power

output, ESE4(t) from the delivery of ancillary service-site pair, s, as follows time

t from the start of settlement period j:

311

In the event that service-site pair s is a response service (either

mandatory or commercial) delivered by free governor action:

ESE.(t) will be the expected change in power output as a result of

312

variation in system frequency. This will be derived from the reevant
table set out in the relevant services agreement (as such table is
interpreted in accordance with Paragraph 4.1.3.11of CUSC) by
reference to the level of De-Load of the site concerned at the end of
minute and the mean Frequency Deviation over the minute, m, where
minute m contains spot time t, and starts an integer multiple of 60
seconds from the start of the settlement period j.

for this purpose:

(a) For apositive Frequency Deviation at timet, the expected changein
active power output of site s shall be derived from the high
frequency response capability table set out in the relevant services
agreement; and

(b) For a negative Freguency Deviation at time t, the expected change
in active power output of site sshall bederived from

(i) the primary frequency response capability set out in the
relevant services agreement when the unit is instructed to
provide primary response without secondary r esponse;

(i) the mean of the primary and secondary response capability set
out in the relevant services agreement when the unit is
instructed to provide primary response with secondary

response.

In the event that service-site pair s is a response service delivered on

initiation by alow or high frequency relay:

ESE4(t) shall be calculated in with reference to the actual system
frequency and the contracted initiation.
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(@) For the period immediately following an initiation in accordance
with the contract (or where the service would have been obliged to
initiate in accordance with the contract) and prior to a cease or
deemed cease ingtruction, the expected change in active power as
derived from the contracted secondary or high frequency response
(asthe case may be).

(b) For the period immediately following a cease (or deemed cease)
instruction the agreed restoration profile.

(c) For all other periods, 0 MW.

3.1.3 Intheevent that service-site pair sisareserve service

ESE4(t) shall be the instructed (excluding Bid Offer Acceptances)
Reserve ddivery, from service-site pair s, time t from the start of
settlement period |, taking account of contracted run-up and run down

profiles.

3.14 Intheevent that service-site pair sisany other service:

ESE, ()= 0

3.2 TheTransmission Company will deter mine the expected changein the production
or consumption power of BM Unit i resulting from the delivery of Ancillary or
Other Services using the following formula

gAS; (t): é (Sst " ESEy (t))
di
wher e
SFy Isthe Service Flag for service-site pair sin settlement period |.
Takes the value 1, if the Lead Party for the BM Unit that
incor por ates service s has indicated (in accordance with the
notification procedure) that they wish the BM volume to be
adjusted for that site Ancillary and Other Service volume.
OtherwiseO.
a I's the summation across all service-site pairs, s, that form part
di

of BMU i.

3.3 TheTransmisson Company will deter mine the instantaneous Offer Acceptance
thus:

A (t) = max(qASj () 0)

and the instantaneous Bid Acceptance thus:

0ASE; (t) = min(qAS‘j (t),O)
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3.4 TheTransmission Company will deter mine the expected variation of output of BM
Uniti at timet from the start of settlement period | as a result of bid offer
acceptances thus;

D, t)=48, & (aAB" 0 + ga0lo(v)

where §, meansthe summation acrossall bid offer acceptancesand &, means

the summation across all bid offer pairs.

3.5 TheTransmission Company will deter mine the changein production or
consumption resulting from ancillary or other service ddivery as an offer
acceptancein rangen, of BM Unit i, timet from the start of settlement period |
thus:

Forn?1
n & e 9 N . naf, \O
qu)ij(t) = maxémmquij(t)"' gASO; (1), a 9BQ; ()= a 9BQ; (t);
ne0 @ ne=0 [}
] maxgemina%Dij OF qsom(t)% quqgﬂ(t)g
n¢=0 @ ne=0 g

forn?-1
® J 0 ¢ 0
VEHOE mm§maX§%Dn(t)+ 90, () & 98O & aBat):
nen @ nen+l (4]
- mingmaxgaD” (t)éo_ qBOi?(t(t)% éo. qBOi?¢(t)%

nén @ nen+l ]

and as a bid acceptance, thus:

Forn?1

& d 0%t e \O
oAsB(t) = maxéminE%Du 1)+ gass, ®), n%quQ?ﬁ‘t)% %quf(t):
7]

- marfini, (0.4 o024 o)

n¢=0 @ ne=0 ]

forn?-1
2 9 59 0
A8l (t) = mingmaxé?qon 1)+ 0SB, (), & qBO (D & aBA():

nén @ nt=n+1 ]

- mi”gmaxé%[’u (t)éo. qBOi?¢(t)g’ éo. qBOI?“(t)%

nén @ nt=n+1 ]

whereit isassumed that
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2 aqBO% (1) =0;

V. qBOZu(t) isarbitrarily large and positive; and

Vi. gBO™;(t) isassumed to be arbitrarily large and negative such that the bid
offer rangeis extended to accommodate any value of gAS;(t).

3.6 The Transmission Company will determine the offer acceptance volume resulting
from ancillary or other serviceddivery falling within bid offer range n, of BM Unit
i, timet from the start of settlement period j thus:

SPD

QASO! = (RASO](t)dt
0

and the bid acceptance volume resulting from ancillary or other service deivery
falling within bid offer range n, of BM Unit i, time t from the start of settlement

period | thus

SPD

QASB! = (PASB! (t)dt
0

7.2.4 Provision of the BM Unit Applicable Balancing Services Bid - Offer Acceptances

The Transmission Company is required to determine the energy volume associated with the provision of
Applicable Balancing Services at Bid - Offer pair (n) and BM Unit level and provide such volumes, in the
form of 'additional' Bid — Offer Acceptances to the Settlement Administration Agent by the end of the
second working day from the Settlement Day to which the energy volumes pertain.

The existing interface for provision of Bid - Offer Acceptances into the Settlement Administration Agent
and Balancing Mechanism Reporting Agent is not suitable for use to provide this information, as the
Transmission Company is providing volumes against the BM Unit and not Acceptance spot points.
Therefore a new interface is required between the Transmission Company and the BSC Central Service
Agent.

The format of such interface should be agreed between the BSC Central Service Agent and the
Transmission Company, however, it is expected that the interface be automated. The following provides
an example of the format of this interface for the purposes of clarification only:

From: Transmission Company To: SAA
Settlement Date
Settlement Period
BM Unit
n*
BM Unit Applicable Balancing Services Bid Acceptance (QABQO";)
BM Unit Applicable Balancing Services Offer Acceptance (QASO';)

* It is expected that a BM Unit Applicable Balancing Services Bid - Offer Acceptance volume be provided
for each relevant value of 'n'.
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No Bid - Offer Acceptance number (k) is utilised. This is a consequence of:

- The irrelevance of including a Bid - Offer Acceptance Number at this level, as there is no 'real’
acceptance made, only a notified Acceptance volume after the event; and

- The requirements of the Settlement Administration Agent (SAA) (and BMRA) with regards to Bid -
Offer Acceptance numbering; the Acceptance numbers are treated very similarly to File Sequence
Numbers to enable 'missing’ Bid - Offer Acceptances to be identified by the Central Services.
Therefore, for these 'additional’ acceptances, the Acceptance number would not be contiguous with
those in the same / preceding / subsequent Settlement Period, potentially causing a significant
problem in processing for the Central Service Agent.

7.25 Provision of the ‘BM Unit Applicable Balancing Services Volume’

The Transmission Company is required to determine the energy volume associated with the provision of
Applicable Balancing Services, at Settlement Period and BM Unit level and provide such volumes to the
Settlement Administration Agent by the end of the second working day from the Settlement Day to

which the energy volumes pertain.

The notified volumes relate to the specified BM Unit in a Settlement Period on a Settlement Date only
and it is not intended that they be defaulted.

The Transmission Company will provide a cumulative / total volume for each BM Unit and Settlement
Period, i.e. there will not be multiple within Settlement Period volumes notified for a BM Unit at any one

time.

The Transmission Company will be able to resubmit an amended ‘BM Unit Applicable Balancing Services
Volume’ to the Settlement Administration Agent at any time after initial notification up to the Final
Reconciliation Run (in a similar manner to that utilised for amending Balancing Services Adjustment Data
(BSAD)). Where the Transmission Company wishes to amend the data, they will resubmit the interface
with the requisite data at any time.

It is expected that the interface providing such volumes to the SAA be fully automated and the format
be agreed between the Transmission Company and the SAA. However, for the purposes of clarification

only, an example format of the interface is provided:
To: SAA From: Transmission Company (System Operator)
Settlement Date (dd/mm/yyyy)
Settlement Period (1-50)
BM Unit Id

BM Unit Applicable Balancing Services Volume (MWh)

Amendment to the Code, Section Q ‘Balancing Mechanism Activities’ is required to support the provision
of the ‘BM Unit Ancillary and Other Service Energy Volume’ to the Settlement Administration Agent from
the Transmission Company, as follows.

An example of the potential amendment to Section Q is provided, as follows:

6.3A Ancillary and Other Service Energy Volumes

6.3A.1 In relation to each Settlement Period and each BM Unit, not later than the end of the
second business day following the Settlement Day, the Transmission Company shall
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determine (on a basis approved in writing by the Authority for the purposes of this
paragraph 6.3A.1), and notify the SAA the volume of Ancillary Services and Other
Service Energy expected in relationship to Transmission Company Contracts. The
variable ‘BM Unit Ancillary and Other Service Energy Volume' QAS;) will take the
notified value. For the avoidance of doubt, in the event that no approval exists from
the Authority, thisterm shall be 0 MWh.

6.3A.2 The Transmission Company may resubmit to the SAA the ‘BM Unit Ancillary and
Other Service Energy Volume' in respect of any BM Unit and Settlement Period
within a Settlement Day at any time prior to the Final Reconciliation Settlement Run
for such Settlement Day and the SAA shall correct such data in the Settlement Run

following such resubmission.

Amendment to the Code, Section Q ‘Balancing Mechanism Activities’ is also required to support the
provision of the ‘BM Unit Ancillary and Other Service Bid — Offer Acceptances’ to the Settlement

Administration Agent from the Transmission Company, as follows.
An example of the potential amendment to Section Q is provided, as follows

6.3B BM Unit Ancillary and Other Service Bid - Offer Acceptances

6.3B.1 In relation to each Settlement Period and each BM Unit, not later than the end of the
second business day following the Settlement Day, the Transmission Company shall
determine (in accordance with the Code, framework document). and notify the SAA
the additional Bid - Offer Acceptances made by the Transmission Company (pursuant
to Section Q 5.1.3 (c)) with regards to the volume of energy related to the provision of
Ancillary Services and Other Services expected in relationship to Transmission
Company Contracts, by provision of the volumes associated with ‘BM Unit Ancillary
and Other Service Bid Acceptances (QASB";j) and 'BM Unit Ancillary and Other
Service Offer Acceptances’ (QASQ";).

6.3B.2 The Transmission Company may resubmit to the SAA the volumes associated with the
‘BM Unit Ancillary and Other Service Bid Acceptance' and the ‘BM Unit Ancillary
and Other Service Offer Acceptance’ in respect of any BM Unit and Settlement Period
within a Settlement Day at any time prior to the Final Reconciliation Settlement Run
for such Settlement Day and the SAA shall correct such data in the Settlement Run
following such resubmission.

7.2.6 Inclusion of the BM Unit Applicable Balancing Services Bid - Offer Acceptances in
Settlement Calculations

The intent of the Alternative Modification is that the energy volumes directly associated with the
provision of Applicable Balancing Services are excluded from the consequence of imbalance charges
(Energy Imbalance, Information Imbalance and Non Delivery charges), by accounting for this energy via
Bid — Offer Acceptances.

Therefore, in order to support the intent of the Alternative Modification, settlement calculations, as
defined in Section T of the BSC, will have to be amended as follows, for all Settlement Runs.
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The determination of the Period BM Unit Total Accepted Offer Volume (QAQ";) and Period BM Unit Total
Accepted Bid — Volume (QAB";) (Section T 3.9) is required to be amended, an example of the potential

amendment is provided, as follows:

3.9.1 In respect of each Settlement Period, for each BM Unit, the total MWh volume of the
Offer accepted from all Acceptances shall be the Period BM Unit Total Accepted Offer
Volume and shall be established as follows:

QAO"; = QA0 + QASO";
Where S¥ represents the sum over all Acceptances within the Settlement Period.

3.9.2 In respect of each Settlement Period, for each BM Unit, the total MWh volume of the
Bid accepted from all Acceptances shall be the Period BM Unit Total Accepted Bid
Volume and shall be established as follows:

QAB"j; = SIQAB"; + QASB";
Where S¥ represents the sum over all Acceptances within the Settlement Period.

Placing the Accepted Ancillary and Other Service Bid — Offer Volumes in this equation at Section T 3.9
means that the energy volumes associated with the provision of balancing services is treated like any
other Bid — Offer Acceptance, with the exception that these Bid — Offer Acceptances are excluded from
the Energy Imbalance Price calculation.

7.2.7 Inclusion of the ‘BM Unit Applicable Balancing Services Volumes’ in Settlement
Calculations

The intent of the Alternative Modification is that certain energy volumes directly associated with the
provision of Applicable Balancing Services are excluded from the consequence of imbalance charges
(Energy Imbalance, Information Imbalance and Non Delivery charges), by removing this energy from
the Energy Account of the Service Provider (via adjustment of the energy associated with the BM Unit
providing the balancing service) and transferring it to the Energy Account (non IEA) of the Transmission

Company. The Transmission Company (non IEA) Energy Accounts are exempt from imbalance charging.

Therefore, in order to support the intent of the Alternative Modification, settlement calculations, as
defined in Section T of the BSC, will have to be amended for all Settlement Runs.

The determination of the Period BM Unit Balancing Services Volume (the name has been amended from
the ‘Period BM Unit Bid — Offer Volume’, see section 2.2.1) (Section T 4.3.2) is required to be amended,

an example of the potential amendment is provided, as follows:

4.3.2 In respect of each Settlement Period, for each BM Unit, the Period BM Unit Bid—Offer
Balancing Services Volume, will be determined as follows:

QBO;; = S'(QAQ"; + QAB")) + QAS;

Where S" represents the sum over al Bid — Offer Pair numbers for the BM Unit.

Placing the QAS;; variable in this equation at 4.3.2 means that the:

- Calculation of expected metered volumes (Section 4.3.3) is adjusted for ‘BM Unit Ancillary and Other
Service Energy Volume’; and

- This excludes the ‘BM Unit Ancillary and Other Service Energy Volume' from the calculation of
Information Imbalance volume calculation (Section T 4.3.4), the calculation of Energy Imbalance
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Prices (Section T 4.4) and the calculation of Account Credited Energy Volumes (Section T 4.6.2) and
consequently the calculation of Energy Imbalance Volume (Section T 4.6.3).

This amendment effectively adjusts the Energy Account of the Service Provider to account for the ‘BM
Unit Ancillary and Other Service Energy Volume’.

The calculation at Section T, 4.6.2 requires amendment to the name of the variable being calculated as
a consequence of the amendment to the definition. It should be noted that no amendment to the
variables or the calculation is required, an example of the potential amendment is provided, as follows:

4.6.2 In respect of each Settlement Period, for each Energy Account, the Account Period Bid—
Offer Balancing Services Volume will be determined as follows:

No change to the calculation.

For consistency with the calculation and reporting of other variables under the Code, one further
calculation is required in order to determine the Total Period Ancillary and Other Service Energy Volume
transferred to the Transmission Company.

This will be added into the end of Section T 4.6, an example of the potential amendment is provided, as
follows:

4.6.5 In respect of each Settlement Period, the Total Period Ancillary and Other Service
Energy Volume will be determined as follows:

TOAS = SQAS;

Where S; representsthe sum over all BM Units.

7.2.8 Settlement Report (SAA-1014) Amendments

The Settlement Report (SAA-1014), all sub flows, requires amendment to reflect the application of the
new functionality in the report, so that BSC Parties, the Transmission Company and ELEXON can
replicate the settlement calculations, if required.

Therefore the following amendments are required:

SAA-1014 Subflow 1 - to BSC Parties:

Group SSD 'System Period Data'

Include new data item 'Total Period Applicable Balancing Services Volume'
(TQAS;) (MWh).

Group BPD 'BM Unit Period Data'

Include new data item 'BM Unit Applicable Balancing Services Volume' (QAS;)
(MWh) and rename existing data item ‘Period BM Unit Bie-Offer Balancing
Services Volume’ (N0164).
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Group BOD 'BMU Period Bid — Offer Data'

Include new data items ‘BM Unit Applicable Balancing Services Bid Volume’
(QASB";) (MWh) and ‘BM Unit Applicable Balancing Services Offer Volume’
(QASO";) (MWh).

SAA-1014 Subflow 2 - to Transmission Company:
Group SP1 'Settlement Period Information’

Include new data item 'Total Period Applicable Balancing Services Volume'
(TQAS;j) (MWh).

Group BP1'BM Unit Period Data'

Include new data item 'BM Unit Applicable Balancing Services Volume' (QAS;)
(MWh).

Group SSD 'System Period Data'

Include new data item 'Total Period Applicable Balancing Services Volume'
(TQAS;) (MWh)oup.

Group BP7 'BM Unit Period Data’

Include new data item 'BM Unit Applicable Balancing Services Volume' (QAS;)
(MWh) and rename existing data item ‘Period BM Unit Bie-Offer Balancing
Services Volume’ (N0164).

Group BO4 'BMU Period Bid — Offer Data'

Include new data items ‘BM Unit Applicable Balancing Services Bid Volume’
(QASB";)) (Mwh) and ‘BM Unit Applicable Balancing Services Offer Volume’
(QASQ") (MWh).

SAA-1014 Subflow 3 - to ELEXON:
Group SSD 'System Period Data'

Include new data item 'Total Period Applicable Balancing Services Volume'
(TQAS;j) (MWh).

Group BUI 'BM Unit Period Data'

Include new data item 'BM Unit Applicable Balancing Services Volume' (QAS;)
(MWh) and rename existing data item ‘Period BM Unit Big-©ffer Balancing
Services Volume’ (N0164).

Other Changes Required

This section defines amendments to industry systems, processes and documentation not already
identified in previous sections.
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7.2.9.1 Potential Changes to External Systems

All Parties, the Transmission Company and ELEXON (as they also receive the Transmission Company
variant of the Settlement Report) are impacted by the amendments to the Settlement Report. However,
it may be possible to utilise the parallel implementation approach defined under Modification P8 to delay
the impact.

Modification P8 proposes that flow version humbering be implemented within the BSC Central Service
Agent. Namely, when a report such as the Settlement Report (SAA-1014) changes and the changes are
implemented, Parties can determine whether they wish to continue receiving the old version of the
report (i.e. without the amendments and therefore reducing the ability to accurately verify their trading
charges), or the new, with the amendments. This enables them to determine the timeframes for
implementation of an amended interface independently of its development within the Central Services
(unlike a ‘big bang’ approach). However, the impact from the implementation of amendments to the
Settlement Report is still likely to be significant.

7.2.10 Potential Changes to Industry Documentation

The following lists the documentation (other than the documentation specific to the BSC Central Service
Agent and therefore ‘owned' by the Central Services, such as the URSs) that requires amendment as a
result of the implementation of the Alternative Modification with a brief summary of the potential
change. The documentation listed is believed to represent the full set of impacted documents at this

time.

7.2.10.1 BSC Subsidiary Documents - The Reporting Catalogue

The Reporting Catalogue (v2.0) requires amendment to reflect the amendments to the Settlement
Report. The amendments required are described as follows:

3.1.1 Report sent to the Transmission Company (TC)
(b) Settlement Period Information ...

=  Total Period Applicable Balancing Services Volume (TQAS;) (MWh)

(d) BM Unit Period Information

=  BM Unit Applicable Balancing Services Volume (QAS;;) (MWh)

(h) Settlement Period Information:

= System Period Data

- Total Period Applicable Balancing Services Volume (TQAS;) (MWh)
(k) BM Unit Period Information

] BM Unit Period Data:

- BM Unit Applicable Balancing Services Volume (QAS;;) (MWh)
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(m) BM Unit Period Bid - Offer Information ...

L] Bid - Offer Data:

- BM Unit Applicable Balancing Services Bid Acceptance (QABQ";) (MWh)

- BM Unit Applicable Balancing Services Offer Acceptance (QASQ";) (MWh)

3.1.2 Report sent toBSCCo
(c) Settlement Period Information ...

- ... System Period Data

- Total Period Applicable Balancing Services Volume (TQAS;) (MWh)

(d) BM Unit Period Information

=  BM Unit Applicable Balancing Services Volume (QAS;) (MWh)

3.1.3 Reports sent to Parties

(b) Settlement Period Information ...

=  Total Period Applicable Balancing Services Volume (TQAS;) (MWh)

(e) BM Unit Period Information

=  BM Unit Applicable Balancing Services Volume (QAS;) (MWh)
(g) BM Unit Period Bid - Offer Information ...
. Bid - Offer Data:

- BM Unit Applicable Balancing Services Bid Acceptance (QABO";) (MWh)

- BM Unit Applicable Balancing Services Offer Acceptance (QASQO";) (MWh)

No other amendments to the BSC Subsidiary Documents, other than those previously defined, are
identified at this time.

7.2.10.2 Settlement Administration Agent Service Description
The following amendments are required to support the implementation of Alternative Modification P36.

Section 1.4 ...

ii) For each Settlement Run:
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a. Receive BM Data from the SO including:

BM Unit Applicable Balancing Services Volumes

Section 2.1 System Operator ...

211
BM Unit Applicable Balancing Services Volumes
3.12 Calculation of Period BM Unit Total Accepted Offer Volume and Period BM Unit
Total Accepted Bid Volume

3121 The Period BM Unit Total Accepted Offer Volume (QAQT)) is the total MW volume of
Offer n accepted from all Bid - Offer Acceptances. It shall be determined by the SAA as
follows:

QAQY; = SYQAO™;) + QASO";

3122 The Period BM Unit Total Accepted Bid Volume (QAB";) is the total MW volume of
Bid n accepted from all Bid - Offer Acceptances. It shall be determined by the SAA as
follows:

QAB"j = S"(QAB")) + QASB";

3.18 Calculation of Period BM Unit Bid—Offer Balancing Services Volume

3182 The SAA shall ensure that the Period BM Unit Bid—Offer Balancing Services Volume
(QBO;)) represents the net quantity of Balancing Services energy, consisting of accepted
Bids and Offers, and energy associated with Applicable Balancing Servicess from BM
Unit i in Settlement Period j. It is determined as follows:

QBO;; = S'(QAQ"; + QAB")) + QAS;

3.33 Calculation of Account Period Bid—Offer Balancing Services Volume

3331 The SAA shall ensure that the Account Period Bid—Offer Balancing Services Volume
(QABO;) represents the net volume of Balancing Services energy, consisting of
accepted Bids and Offers, and energy associated with Applicable Balancing Servicess
attributable to each Energy Account a, in Settlement Period j.

3.33A Calculation of Total Period Applicable Balancing Services Volume

3.33A.1 In respect of each Settlement Period, the Total Period Applicable Balancing

Services Volume will be deter mined as follows:

TOAS = SQAS;

Where S; representsthe sum over all BM Units.
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The SAA Service Description, Appendix A ‘Inputs and Outputs’ requires amendment, as follows, to reflect
the receipt of information from the Transmission Company relating to the provision of the BM Unit

Applicable Balancing Services Volumes:

1. SAA Inputs
Input Flow Description Flow Received From
BM Unit Applicable Balancing Services Bid - Offer Acceptances SO
BM Unit Applicable Balancing Services Volume SO

No other amendments to the Service Descriptions, other than those previously defined, are identified at
this time.

7.2.10.3 NETA Data File Catalogue

The NETA Data File Catalogue requires amendment to include the new and amended reports, as defined
in Sections 7.2.4 and 7.2.5 (Transmission Company to SAA) and 7.2.8 (amendments to the Settlement
Report) of this Assessment Report.

No other amendments to the NETA Data File Catalogue are identified at this time.

7.2.11 Balancing Mechanism Reporting Agent Functionality

If it is determined to be appropriate for the Balancing Mechanism Reporting Agent (BMRA) to publish
the BM Unit Applicable Balancing Services Bid - Offer Acceptances against the associated BM Unit, then
the BMRA and supporting documentation will require amendment, as defined in the following sections.

7.2.11.1 Amendments to BMRA

Section 7.2.4 and 7.2.5 of this Assessment Report defines the (example) interface from the
Transmission Company for the provision of the ‘BM Unit Applicable Balancing Services Volumes'. It is
expected that the interface be provided only once to the BSC Central Service Agent from the
Transmission Company (in accordance with the BSC Section Q, 1.3.1 which states Where ... the
Transmission Company is required to send particular data to both the BMRA and SAA, for so long as the
same person acts as BMRA and SAA, the Transmission Company shall be treated as having sent such
data to both of them if it has sent the data to one of them.”).

The BSC, Section V 2.6 covers the calculation by BMRA of indicative data, which is required to be
calculated and published on a half hourly basis.

For two of these calculations, the implementation of this Modification would mean that there would be
insufficient information at the time the calculation was undertaken for the results to be entirely accurate,
as the results would be calculated without consideration of the BM Unit Applicable Balancing Services

Bid - Offer Acceptances.
The two affected calculations are:

-  BSC Section V 2.6.4 - the calculation of Indicative Period BM Unit Total Accepted Bid Volume
(IQAB";) and Indicative Period BM Unit Total Accepted Offer Volume (IQAQ";); and
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- BSC Section V 2.6.6 - the calculation of Indicative Period BM Unit Bid Cashflow (CB") and
Indicative Period BM Unit Offer Cashflow (ICO").

It should be noted that the implementation of the Modification will not affect the Indicative Energy
Imbalance Price calculations and publishing.

7.2.11.2 BMRA Publishing Requirements

The BM Unit Applicable Balancing Services Bid - Offer Acceptances (QASB"; and QASQO";) should be
published on the BMRA against the associated BM Unit and Settlement Period for a specific Settlement
Date, within [x] minutes of receipt®.

The '‘BM Unit Applicable Balancing Services Volumes’ (QAS;) should be published on the BMRA against
the associated BM Unit and Settlement Period for a specific Settlement Date, within [x] minutes of
receipt.

There is no requirement to calculate and publish the Total Period Applicable Balancing Services Volumes.

7.2.11.3 BSC Amendments

The new clause for inclusion in the BSC, Section Q ‘Balancing Mechanism Activities’, arbitrarily named Q
6.3A and Q 6.3B, require additional mention of the provision of these volumes to the BMRA, as well as

the SAA.

A new entry in Section V ‘Reporting’, ANNEX V-1: ‘Tables of Reports’, is required, an example of the
potential amendment is provided, as follows:

Tablel- BMRS

DATA AND RELEVANT | FREQUENCY FORMAT DEFAULT
SETTLEMENT PERIODS

BM Unit Ancillary and | Daily (published for all | Tabular None
Other Service Bid | days on operational days

Acceptances (QASB";) | only)

BM Unit Ancillary and | Daily (published for all | Tabular None
Other  Service Offer | days on operational days

Acceptances (QASQ";) | only)

BM Unit Ancillary and | Daily (published for all | Tabular None
Other Service Energy | dayson operational days

Volumes (QAS;;) only)

7.2.11.4 Amendments to the BMRA Service Description

The following amendments to the BMRA Service Description are required to support the publishing of
this data on BMRA.

® There is no precedent for the timescales for publishing this information on BMRA, therefore this can be determined in discussion
with the BSC Central Service Agent, for incorporation into the Service Description and associated Service Levels.
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f. BM Unit Applicable Balancing Services Volumes

8.2A Publish the BM _Unit Applicable Balancing Services Volumes on line within [X]

minutes of receipt.

[oe]
N
[vs)

Publish the BM Unit Applicable Balancing Services Bid - Offer Acceptanceson line

within [X] minutes of receipt.

If the [x] minutes is determined to be the same as other BM data, which is required to be published
within 5 minutes of receipt, then there is no requirement to add this additional paragraph, as the

requirement / obligation will be covered by the existing paragraph 8.2.

A new entry in Appendix A ‘Input Output Flows', is required:

Balancing M echanism Reporting Inputs

Input Flow Description

Flow Received From

BM Unit Applicable Balancing Services Bid Acceptances SO
BM _ Unit __Applicable Balancing _ Services _Offer | SO
Acceptances

BM Unit Applicable Balancing Services Volumes SO

7.2.11.5 BSC Subsidiary Documents - The Reporting Catalogue

The Reporting Catalogue (v2.0) requires amendment to reflect the obligation to publish the BM Unit

Applicable Balancing Services Volumes, as follows:

2.1 Data Posted on the BMRS ...

(w) BM Unit Applicable Balancing Services Volumes (QAS;;). daily.
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8 AMENDMENTS TO THE METHODOLOGY GOVERNANCE APPROACH
DESCRIBED IN SECTIONS 6 AND 7

8.1 Governance Considerations

At their meeting of 6 December 2001, the PIMG agreed an amended way forward regarding the
definition of the balancing services and the associated energy volume calculation methodology. The
PIMG, on consideration of the ELEXON legal advice (provided in full in ANNEX 7 of this Assessment
Report and summarised in Section 14), agreed that it was not appropriate to include the definition of
the balancing services and the methodology within the BSC (originally proposed for inclusion as an
ANNEX to Section T, (ANNEX T-2), for P34 Alternative and both the original Modification and the
Alternative for P36). The Requirements Specifications for Modifications P34 and P36 (Reference 3 and
Reference 7, respectively) included the proposed (draft) legal drafting for the ANNEX to Section T of the
BSC, and therefore it should be noted that this is the basis for the impact assessment and consultation 2
(Reference 9, 14 November 2001).

The PIMG agreed that the definition of balancing services and the associated volume calculation
methodology should be documented in a framework document to the BSC. The PIMG, in consultation
with the ELEXON Legal Advisors, agreed that the BSC should be amended to include reference to the
framework document and to the requirement for the contents of the framework document to be
approved by the Authority. The PIMG noted that this framework document would be a new type of
document from the existing documentation and this document would be operated by the Transmission
Company and approved by the Authority following a mandatory consultation.

8.2 Requirements of the Framework Document
The PIMG determined the requirements of the framework document, namely:

The reference to the framework document in the BSC should include reference to the requirement
for the Authority to approve the framework, and therefore approve the methodology and the

balancing services it applies to;

The framework document would remain the responsibility of the Transmission Company to operate
and maintain and that this would be reflected in the framework document (and possibly the BSC);

The reference to the framework document in the BSC should also include reference to the
requirement for changes to the document to accord with the Applicable BSC Objectives (as defined

in the Transmission Licence, Condition C3 (3) statement);

The framework document should contain reference to the change management process for the
document, and therefore the definition of the balancing services and the associated methodology.
The PIMG determined that the change management process should be transparent and that Parties
should have the ability to invoke the amendment process as required. The change management
process agreed by the PIMG requires that:

- Any party requiring an amendment to the document should raise that requirement with the
Transmission Company, the Panel or the Authority;

- There should (always) be a subsequent consultation process for the requisite amendment (this
requirement could be reflected in the BSC, but in any event, should be reflected within the
document itself); and
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- The Authority makes the final recommendation / instruction to the Transmission Company as to
the amendments required.

The framework document should contain reference to the disputes and appeals process to be
invoked for disputes regarding the detail of the framework document. The PIMG determined that:

- Disputes as to the application of the methodology, i.e. errors in the application of the
methodology, should be raised under the provisions of the BSC, Section W, and progressed
through the Trading Disputes process (i.e. escalation to the Trading Disputes Committee and
final appeal to the Authority (only seen as necessary in extreme cases'®); and

- Disputes as to the content of the methodology statement, i.e. errors in the formulae, or
disagreement with the methodology, or points of principle regarding the framework document,
should be raised via the change management process.

The PIMG recognised that there would be disputes raised which straddled both areas, therefore the
PIMG agreed that the Trading Disputes Committee would be able to determine whether this was the
case and to take the appropriate action (i.e. referring the disputing party into the change
management process) where this occurred.

8.3 Alternative Approach to the Framework Document

It should be noted that the PIMG considered including the definition of balancing services and the
associated methodology for calculating the energy volumes in a BSC Procedure created under the
Modification / Alternative Modification. However, the PIMG believed that the change control process for
a BSC Procedure (BSCP) was not appropriate for a methodology of this sort. Amendments to BSCPs are
controlled by the process defined in BSCP40, whereby the ISG deliberate and agree the changes, with
subsequent ratification from the Panel. The PIMG agreed that the definition of balancing services and
the associated methodology would require approval at Authority level. Therefore the proposal to create
a BSCP was discounted.

8.4 Issues Arising from the Framework Document

The PIMG also noted that there was an issue regarding governance. The Connection Use of System
Code (CUSC) contains reference to balancing services and the associated methodology for calculating
the energy volumes associated with their provision, along with the associated payment mechanisms.
The PIMG noted that this caused an issue over duplication of the calculations / definitions. The PIMG
agreed that there were three potential solutions to this issue, but determined that it was beyond the
remit of the PIMG to recommend one of the solutions, as it relates to areas of governance outside of the
provisions of the BSC. Therefore the PIMG believed it to be sufficient to identify the issue and the
potential solutions:

1. The framework document could contain the definition of the balancing services and the associated
methodology with the CUSC referencing the framework document; or

2. The CUSC could retain the definition of the balancing services and the associated methodology with
the framework document referencing the CUSC; or

3. Consideration could be given to including the definition of the balancing services and the associated
methodology in both documents, recognising that the definition of the balancing services and the
associated methodology in the CUSC may be utilised differently and with a different objective that in

1% The PIMG believed that escalation to Arbitration would not be appropriate for disputes in this area, and therefore the Authority
(or other delegated committee, such as a variant of the Trading Disputes Committee) should have the final ruling on the dispute if
it cannot be resolved satisfactorily earlier in the process.
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the framework document. Therefore it may be legitimate, and even encouraged, for there to be
inconsistencies between the two documents given the differing application and intent.
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9 IMPACT ON THE BSC AND BSCCO DOCUMENTATION

9.1 The BSC

Modification P34 and the Alternative Modification to P34 impact the BSC, Sections Q 'Balancing
Mechanism Activities', T ‘Settlement and Trading Charges’, V ‘Reporting’ and X, ANNEX X-2 ‘Technical
Glossary. ANNEX 1 of this document contains the draft legal text for the Modification and for the

Alternative Modification.

9.2 BSC Subsidiary Documents

The amendments to BSC Subsidiary documents required to support the Modification and the Alternative
Modification are believed to be limited to amendments to the NETA Data File Catalogue, the Reporting
Catalogue, Balancing Mechanism Reporting Agent Service Description and to the Settlement
Administration Agent Service Description, as follows:

9.2.1 The NETA Data File Catalogue

The NETA Data File Catalogue requires amendment to reflect the changes to reporting described and
detailed in previous sections in this Assessment Report, namely:

9.2.2 Modification Proposal P34 and Alternative Modification Proposal P34

Modification P34 Section 6.1.5, to support the amendments to all subflows of the
Settlement Report (SAA-1014).

Section 6.1.3, to support the provision of information from the
Transmission Company to SAA.

Section 6.1.8.1, to support the reporting requirements of the
Modification on the BMRA.

Alternative P34 Section 6.1.5, to support the amendments to all subflows of the
Settlement Report (SAA-1014).

Section 6.1.3, to support the provision of information from the
Transmission Company to SAA.

Section 6.1.8, to support the reporting requirements of the
Modification on the BMRA.

9.2.3 Modification Proposal P36 and Alternative Modification Proposal P36

Modification P36 Section 7.1.8, to support the amendments to all subflows of the
Settlement Report (SAA-1014).

Section 7.1.6, to support the provision of information from the
Transmission Company to SAA.

Section 7.1.11, to support the reporting requirements of the
Modification on the BMRA.

Alternative P36 Section 7.2.8, to support the amendments to all subflows of the
Settlement Report (SAA-1014).
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Sections 7.2.4 and 7.2.5, to support the provision of information from
the Transmission Company to SAA.

Section 7.2.11, to support the reporting requirements of the
Modification on the BMRA.

9.24 The Reporting Catalogue

The Reporting Catalogue requires amendment to reflect the changes to reporting described and detailed
in previous sections in this Assessment Report, namely the amendments to the Settlement Report, and
to the data published on the BMRA, as follows:

9.25 Modification Proposal P34 and Alternative Modification Proposal P34

Modification P34 Section 6.1.7.1, to support the amendments to all subflows of the
Settlement Report (SAA-1014).

Alternative P34 Section 6.1.7.1, to support the amendments to all subflows of the
Settlement Report (SAA-1014).

9.2.6 Modification Proposal P36 and Alternative Modification Proposal P36

Modification P36 Section 7.1.10.1, to support the amendments to all subflows of the
Settlement Report (SAA-1014).

Alternative P36 Section 7.2.10.1, to support the amendments to all subflows of the
Settlement Report (SAA-1014).

9.2.7 Service Description for the Balancing Mechanism Reporting Agent

The BMRA Service Description requires amendment to reflect the changes to reporting described and
detailed in previous sections in this Assessment Report, namely the amendments to the data published
on the BMRA, as follows:

9.2.8 Modification Proposal P34 and Alternative Modification Proposal P34

Modification P34 Section 6.1.8.4, to support the reporting requirements of the
Modification on the BMRA.

Alternative P34 Section 6.1.83.4, to support the reporting requirements of the
Alternative Modification on the BMRA.

9.2.9 Modification Proposal P36 and Alternative Modification Proposal P36

Modification P36 Section 6.1.8.4, to support the reporting requirements of the
Modification on the BMRA.

Alternative P36 Section 6.1.83.4, to support the reporting requirements of the
Alternative Modification on the BMRA.
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9.2.10 Service Description for the Settlement Administration Agent

The SAA Service Description requires amendment to reflect the changes to reporting described and
detailed in previous sections in this Assessment Report, namely the amendments to the Settlement
Report, and the amendments to the settlement calculations, as follows:

9.2.11 Modification Proposal P34 and Alternative Modification Proposal P34

Modification P34

Alternative P34

Section 6.1.7.2, to support the implementation of a new interface to
provide the Balancing Services energy volumes from the Transmission
Company to the SAA / BMRA, the amendments to all subflows of the
Settlement Report (SAA-1014) and the amendments to the settlement
calculations.

Section 6.1.7.2, to support the implementation of a new interface to
provide the Balancing Services energy volumes from the Transmission
Company to the SAA / BMRA, the amendments to all subflows of the
Settlement Report (SAA-1014) and the amendments to the settlement
calculations.

9.2.12 Modification Proposal P36 and Alternative Modification Proposal P36

Modification P36

Alternative P36

Section 7.1.10.2, to support the implementation of a new interface to
provide the Balancing Services energy volumes from the Transmission
Company to the SAA / BMRA, the amendments to all subflows of the
Settlement Report (SAA-1014) and the amendments to the settlement
calculations.

Section 7.2.10.2, to support the implementation of a new interface to
provide the Balancing Services energy volumes from the Transmission
Company to the SAA / BMRA, the amendments to all subflows of the
Settlement Report (SAA-1014) and the amendments to the settlement
calculations.

9.3 BSCCo Memorandum and Articles of Association

Not Applicable.
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10 IMPACT ON BSC SYSTEMS

10.1 Detailed Level Impact Assessment

The Central Service Agent provided Detailed Level Impact Assessment (provided in full in ANNEX 4) for
the development and implementation of the changes required to support Modification Proposal P34 and

Modification Proposal P36, and their Alternatives, respectively.
With reference to the detail and scope of the Detailed Level Impact Assessments:

The Impact Assessments were undertaken against the Requirements Specifications for Modification
Proposal P34 (Reference 3) and Modification Proposal P36 (Reference 7)

The Detailed Level Impact Assessments provide indicative costs and timescales, and therefore may
be subject to change;

All quoted costs are exclusive of VAT;

The quoted costs do not provide for the indexation of daily fee rates for the BSC Central Service
Agent from 1 April 2002;

The development and implementation costs include internal systems development and testing, but
are exclusive of external testing / testing with external systems; and

The implementation is specified as being a patch release.

10.2 Modification Proposal P34 and Alternative Modification P34

It should be noted that the BSC Central Service Agent development and implementation costs and
timescales are the same for both the Modification and the Alternative.

Development and implementation of all changes to support the Modification or the
Alternative Modification, except for BMRA Reporting:

Development and Implementation costs: £140,900
Ongoing Operate and Maintain costs: £1,644 per month
Development Timescales: 8 weeks

Development and implementation of all changes to support the Modification or the
Alternative Modification, including BMRA Reporting:

Development and Implementation costs: £192,800
Ongoing Operate and Maintain costs: £2,249 per month
Development Timescales: 9 weeks
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10.3 Modification Proposal P36 and Alternative Modification P36

10.3.1 Modification Proposal P36

Development and implementation of all changes to support the Modification, except for
BMRA Reporting:

Development and Implementation costs: £137.900
Ongoing Operate and Maintain costs: £1,608 per month
Development Timescales: 8 weeks

Development and implementation of all changes to support the Modification, including
BMRA Reporting:

Development and Implementation costs: £189,900
Ongoing Operate and Maintain costs: £2, 215 per month
Development Timescales: 9 weeks

10.3.2 Alternative Modification P36

Development and implementation of all changes to support the Alternative Modification,
except for BMRA Reporting:

Development and Implementation costs: £170.,400
Ongoing Operate and Maintain costs: £1,988 per month
Development Timescales: 10 weeks

Development and implementation of all changes to support the Alternative Modification
including BMRA Reporting:

Development and Implementation costs: £230,900
Ongoing Operate and Maintain costs: £2,693 per month
Development Timescales: 10 weeks
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11 IMPACT ON CORE [INDUSTRY DOCUMENTS AND SUPPORTING
ARRANGEMENTS

11.1 Grid Code

It is believed that there is no impact on the Grid Code from the implementation of either the
Modification or the Alternative Modification.

11.2 Connection and Use of System Code (CUSC)

The implementation of P34 Alternative, P36 as drafted and P36 Alternative all have an impact on the
CUSC section relevant to the calculation of the volumes and payments associated with the provision of
balancing services. This interaction is explored in more detail by the Transmission Company in their
analysis of this Modification (summarised in Section 16 and provided in full in ANNEX 5 of this
Assessment Report) and was discussed by the PIMG in their deliberations on the approach for
documenting the balancing services and associated methodology (as detailed in Section 8.4 of this
Assessment Report).

11.3 Supplemental Agreements

No Impact from either the Modification or the Alternative Modification.

11.4 Ancillary Services Agreements (ASAS)

The amendments to CUSC potentially required to support the implementation of Alternative Modification
P34, Modification P36 and Alternative Modification P36 may have implications on the Ancillary Services
Agreements, therefore this interaction should be recognised and is explored in more detail by the
Transmission Company in their analysis of this Modification (summarised in Section 16 and provided in
full in ANNEX 5 of this Assessment Report).

11.5 Master Registration Agreement (MRA)

No Impact from either the Modification or the Alternative Modification.

11.6 Data Transfer Services Agreement (DTSA)

No Impact from either the Modification or the Alternative Modification.

11.7 British Grid Systems Agreement (BGSA)

No Impact from either the Modification or the Alternative Modification.

11.8 Use of Interconnector Agreement

No Impact from either the Modification or the Alternative Modification.

11.9 Pooling and Settlement Agreement (PSA)

No Impact from either the Modification or the Alternative Modification.

11.10 Settlement Agreement for Scotland (SAS)

No Impact from either the Modification or the Alternative Modification.
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11.11 Distribution Codes

No Impact from either the Modification or the Alternative Modification.

11.12  Distribution Use of System Agreements (DU0SAS)

No Impact from either the Modification or the Alternative Modification.

11.13 Distribution Connection Agreements

No Impact from either the Modification or the Alternative Modification.
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12 IMPACT ON ELEXON

12.1 ELEXON Design Authority

This CPC has the following impacts on DA maintained products:

P34 impacts the following Design Authority maintained products
Reporting Catalogue - estimated 1 man day including review cycle
Neta Data File Catalogue - estimated 2 man days including review cycle
Business Process Model - estimated 2 man days including review cycle

P36: impacts the following Design Authority maintained products
Reporting Catalogue - estimated 1 man day including review cycle
Neta Data File Catalogue - estimated 2 man days including review cycle

Business Process Model - estimated 2 man days including review cycle

12.2 ELEXON BSC Systems Release 2 Project

See ANNEX 6 of this Assessment Report for the full Impact Assessments. In summary:

To include P34 in the ELEXON BSC Systems Release 2 Project with an associated implementation date of
30 September 2002 would require an additional 133 man days of effort, and would and would incur
project costs of an additional £80,000.

To include P36 in the ELEXON BSC Systems Release 2 Project with an associated implementation date of
30 September 2002 would require an additional 133 man days of effort, and would incur project costs
of an additional £80,000.

These figures and timescales assume the following:

An Authority determination given in time for development to be completed by the end of March
2002;

The Modification is the only additional Modification included in the Release 2 Project;
P34 and P36 are mutually exclusive, i.e. only one will be Authorised; and

Participant testing is required, and such testing will utilise the participant test environment.

12.3 ELEXON Trading Operations

High Level Impact Assessment

P34 and P36 will impact operations in the following way:

TOMAS will have to be updated to accommodate the changes to the 1014 sub flows 2 and 3. This will
have a development and implementation cost associated with it.
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Development and Implementation

It is believed that the development and implementation can be run as a mini project within Trading
Operations, as such it is likely to entail of the order of up to 30 to 40 man days work!' depending upon

the option implemented (i.e. P34 would require potentially less work than P36 Alternative).
In summary, based on an average day rate of £500, the estimate is as follows:

P34 / P34 Alternative / P36: £15,000

P36 Alternative: £20,000

It is not believed at this time that there is any other impact on Trading Operations.

1 This is indicative only for the purposes of a High Level Impact Assessment.
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13 IMPACT ON PARTIES AND PARTY AGENTS

The following represents an assessment of the impact on BSC Parties and Party Agents based upon the
Consultation and Impact Assessment responses received. It should be noted that the Impact on Parties
is relatively similar for both the Modification and the Alternative Modification, in that both require the
implementation of amendments to the Settlement Report (SAA-1014, subflow 1) and to amend any
functionality for verification of Settlement Reports to account for the implementation of the Modification
or Alternative Modification.

The Participant Impact Assessments are summarised in Section 15.2 and provided in full in ANNEX 3 (b)
of this Assessment Report.

13.1 Parties

All Parties are impacted by the amendments to the Settlement Report (SAA-1014, subflow 1). However,
it may be possible to utilise the parallel implementation approach defined under Modification P8 to delay
the impact.

Modification P8 proposes that flow version numbering be implemented within the NETA Central Service
Agent. Namely, when a report such as the Settlement Report (SAA-1014) changes and the changes are
implemented, Parties can determine whether they wish to continue receiving the old version of the
report (i.e. without the amendments and therefore reducing the ability to accurately verify their trading
charges), or the new, with the amendments. This enables them to determine the timeframes for
implementation of an amended interface independently of its development within the Central Services
(unlike a ‘big bang’ approach). However, the impact from the implementation of amendments to the
Settlement Report is still likely to be significant.

The Impact Assessments indicate a relatively material impact on Parties, with estimates of
implementation timescales ranging from 1 month to 830 days.

13.2 Party Agents

No impact identified.
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14 LEGAL ISSUES

ELEXON's Legal Advisors provided a document entitled 'Modifications P.34 and P.36 'Note to ELEXON" in
order to detail the legal issues associated with Modification Proposals P34 and P36. The document is
provided in full in ANNEX 7 of this Assessment Report.

In summary:

The principle legal issue associated with both Modification Proposals (P34 and P36) is one of governance
of the proposed arrangements. With regards to the governance arrangements, both Modification
Proposals require that the balancing services to which the proposed arrangements would apply, and the
basis upon which the Transmission Company would determine the data to be fed into Settlements de
decided.

This has the following implications:

In which document could these matters be defined: The legal scope of a document determines what
should be included within. The documentation which could contain the proposed arrangements to
support Modification Proposal P34 and / or Modification Proposal P36 is the BSC, the CUSC
(Connection Use of System Code) and / or a statement developed under the Transmission Licence
(similar to the Balancing Services Adjustment Data (BSAD) Methodology Statement).

In which document should these matters be defined: This is an issue of appropriateness from a
public law perspective. The history of similar arrangements indicates a policy decision to provide for
the BSAD Methodology Statement, the Procurement Guidelines and the Balancing Principles
documentation under the Transmission Licence, not under the BSC. The possibility of incorporating
arrangements for Modification Proposals P34 and P36 in specific industry documentation is explored
further below:

- Within the BSC:

From a legal perspective, this is undesirable for a number of reasons. The definition of balancing
services and the associated methodology would have to be relatively general and potentially
vague to ensure an adequate level of flexibility and breadth and this may cause disputes over
interpretation.

The inclusion of these matters in the BSC means that a Modification is required each time an
amendment needs to be made to the definition of balancing services /methodology. This is
relatively inflexible, and a more flexible change mechanism may be more appropriate.

Disputes concerning the balancing services and methodology, specifically the application of
them in settlements, would have to be arbitrated under the provisions of the BSC. It may not be
appropriate for such disputes to fall under the BSC, as they relate primarily to information
determined and controlled by the Transmission Company.

- The inclusion of the arrangements for Modification Proposals P34 and P36 in the BSC is
inconsistent with the approach taken for other similar matters (Balancing Reserve Level, system-
to-system flows, BSAD) and therefore may be inappropriate.

- Potential interactions between the definition of balancing services and the associated
methodology with other regulatory / regulated documents (in this case, the Transmission
Company incentive scheme, CUSC, the Grid Code, the BSAD Methodology, the Procurement
Guidelines and the Balancing Principles) means that it may be more appropriate for the
Authority to have a role in supervising and co-ordinating such matters and subsequent revisions.
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Within the Connection Use of System Code (CUSC):

This raises similar difficulties as those defined above for the incorporation of the definition of
balancing services and the associated methodology in the BSC, however, in addition:

Including these matters in the Connection Use of System Code increases the number of
dependencies between the CUSC and the BSC and therefore the contractual matrix (and the
associated requirement for co-ordination of disputes and modifications, etc.). This may lead to
more protracted and therefore expensive disputes.

The constituency of CUSC differs from that for the BSC (for example, Non Physical Traders are
Party to the BSC, but not the CUSC).

Within the Transmission Licence:

The existing provisions in the Transmission Company Licence relating to the BSAD Methodology
Statement are not sufficiently broad to include the definition of the balancing services and the
associated methodology required to support Modification Proposals P34 and P36. Therefore a

licence modification would be required.

The inclusion of the definition of the balancing services and the associated methodology
required to support Modification Proposals P34 and P36 in the Transmission Licence would be
consistent with the approach to BSAD, and ensures appropriate regulatory control.

The change mechanisms are more flexible, with amendments made subject to consultation and
Authority approval / veto.

The disadvantage is the timing and the difficulties of getting a licence modification.
Within a framework under the BSC:
This is similar to the approach adopted for system-to-system flows (Section R 7.5.3 of the BSC).

The Transmission Company would be required to prepare, maintain and revise from time to time
a statement setting out the relevant balancing services and associated methodology, with such
statement subject to the approval of the Authority. The Transmission Company would be
required to consult on the statement / revisions to the statement, and provide such consultation

views to the Authority when requesting approval.

The view of the ELEXON Legal Advisors is that this is the simplest and most appropriate
solution, avoiding a requirement for a Transmission Licence Modification.
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15 SUMMARY OF REPRESENTATIONS

15.1 Initial Consultation Responses

The Modification Report consultation request resulted in the receipt of thirteen responses. These
responses are provided in ANNEX 3 of this Assessment Report.

To summarise:

All responses supported the principle that the Balancing Services Provider should not be exposed to
the consequences of imbalance charges for the provision of that Balancing Service;

Ten responses (the majority) supported that the removal of this exposure should fall under the
BSC;

Responses were split on whether “applicable” Balancing Services include only mandatory (6 for)
or both mandatory and commercial balancing services (3 for);

Nine responses (the majority) supported that the definition of the “applicable” Balancing Services
and the calculation of the associated volume should fall under the BSC;

Eight responses (the majority) supported that the proposal be made prospectively (3 for
retrospective change);

Please see table below for the summary of the responses. Please note that 2 responses did not provide
detailed views on the consultation as they felt that they had either insufficient time or did not want to
prejudge their response on Modification Proposal P36.

Question Summary

Q1. Do you Agree with the principle that “The Provider of Balancing
Services should not be exposed to the consequence of imbalance for
the portion of energy attributable to the provision of that Balancing
Service, subject to the volume calculation and the delivery of the
service.”

All 13 agreed

Q2. In consideration of Modification P34, the Modification Group -
identified the following issues. Do you agree with each of the issues
below?

Q2. Issue 1: Should the definition of “applicable” Balancing Services
include only mandatory or all Balancing Services (mandatory and
commercial balancing services)

Mandatory — 5 for
Mandatory & Commercial — 3
for

No — 1 against

No Comment — 2 (further
assessment required)

Q2. Issue 2: Should the removal of exposure to the consequence of
imbalances as a result of the volumes attributable to the provision of

that Balancing Service fall under the governance of the Balancing and
Settlement Code?

Support - 10 (1 only
Mandatory)
No Comment - 2

Q2. Issue 3: If removal of exposure to the consequence of
imbalances as a result of the volumes attributable to the provision of
that Balancing Service fall under the governance of the Balancing and

Support — 9 ( 2 only
Mandatory)
No—1
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Question

Summary

Settlement Code, should the definition of the “applicable balancing
services” and calculation of the associated volume fall under the
Balancing and Settlement Code.

No Comment — 2

Q2. Issue 4: Should the proposal be made retrospective (as per the
proposal 23 August 2001) or only prospective?

Retrospective — 3 for
Prospective — 8
No Comment — 1

Q3. With respect to Modification Proposal P34 and each of the
Options, please indicate your support (or otherwise) for each option.
Please also state your view on whether the Modification and / or
Options better facilitates the BSC Obijectives, as defined in the
Transmission Licence Condition 7A (objectives provided)

Modification Proposal P34

FOR — 2 (1 if too costly then

Option 6)

AGAINST — 1

No Comment — 10
Option 1 — P34, No retrospection FOR -0

AGAINST — 8

No Comment — 3
Option 2 — Mandatory Balancing Services Volumes as Bid — FOR — 2
Offer Acceptances AGAINST — 4

No Comment — 4 (Requires
further debate)

Option 3 — Mandatory and Commercial Balancing Services FOR -1
Volumes as Bid — Offer Acceptances AGAINST — 6

No Comment — 4
Option 4 — P34, No retrospection, methodology under the FOR -1
Code AGAINST — 7

No Comment — 3
Option 5 — Mandatory Balancing Services Volumes as BOAs, FOR -6
methodology under the Code AGAINST — 3

No Comment — 3 (requires
further debate)

Option 6 — Mandatory and Commercial Balancing Services
Volumes as BOAs, methodology under the BSC

FOR -5
AGAINST — 2
No Comment — 4

Q4. With respect to the Modification Proposal and each of the
Options, please provide an indication of a preferred “Effective from”
date.

23"% August 2001 — 1
ASAP — 1

Date of Approval — 2
When systems ready - 1
No Comment — 4 (need
impact assessment)
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15.2 Impact Assessment Responses

Ten responses were received in response to the Impact Assessment of Modification Proposal P34 and its
Alternative Modification and Modification Proposal P36 and its Alternative Modification (combined

CPCO077). The full responses are provided in ANNEX 3 (b) of this Assessment Report.
In summary:
- Five responses indicate a 'No comment / No Impact' response;

- One response agreed with the implementation of the original Modification Proposal P34, and
required 1 months notice to implement it;

- One response indicates that the original Modification P36 is the preferred solution, but that this
preference is cost dependent, indicating that if P36 was to prove much more expensive than P34 to
implement, then support would be given to the Alternative Modification P34, as the retrospective
aspect of the original P34 Modification Proposal was not supported;

- One response indicates a preference for the Alternative Modification P36, stating that the preference
is a result of this option providing most of the governance under the BSC, and that imbalances

caused by Ancillary Services delivery are neutralised separately;

- One response indicates a preference for the original Modification Proposal P36, with an
implementation requirement of 800 days. The response indicated disagreement to Modification P34
and its Alternative, and to the Alternative Modification for P36. Implementation timescales are given

as 830 days for the Alternative Modification P36; and

- One response indicated that the preference for options was provided direct to the Modification
Group, and therefore did not express a preference, however, implementation timescales were given
as four months.

15.3 Assessment Consultation Responses

Sixteen responses, on behalf of fifty Parties, were received in response to the questionnaire issued on
behalf of the PIMG. The full responses are provided in ANNEX 3 (c) of this Assessment Report. The
consultation questionnaire requested responses to the following questions, and requested rationale in all
areas:

Q1 Please indicate whether you support the P34 Alternative.
Q2 Please indicate whether you support P36 as drafted.
Q3 Please indicate whether you support the P36 Alternative.

Q4 Please indicate whether you support the definition of Class A and Class B Balancing
Services and if not, what alternative you would propose.

Q5 Please indicate whether (and why) you support the position in P36 Alternative that
payment for balancing services energy as Bid - Offer Acceptance is obligatory for
Class B. If you do not support "obligatory"”, please state your reasons and identify
other approaches you would prefer.

To summarise:

Q1 Please indicate whether you support the P34 Alternative.
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Fourteen of the responses received expressed a preference’?, as follows:

Eight responses, on behalf of twenty-one parties, indicated that they supported the P34
Alternative; and

Six responses, on behalf of twenty-seven parties, indicated that they did not support the
P34 Alternative.

Reasons given in support of the P34 Alternative were as follows:

It would increase the number of parties offering balancing services, therefore reducing the
cost of service provision;

It would better fulfil the BSC Objective relating to the efficient, economic and co-ordinated
operation of the Transmission System (Condition C3, (3)(b));

It improves the management of the energy element of Ancillary Services;

It removes the retrospective element of the original Modification Proposal P34 and therefore
the requirement to retrospectively change commercial arrangements;

It removes the exposure to imbalance, which is crucial if Non BSC Parties are to be able to
participate in balancing services provision, as Lead Parties reluctance to accept the
associated imbalance costs hampers that provision; and

It provides the simplest method for avoiding exposure to imbalance for the provision of
balancing services, whilst providing transparency in how balancing services volumes are
calculated and governed.

Reasons given for not supporting the P34 Alternative were as follows:

It is not the most appropriate solution to the issue and would only be supported if P36
development and implementation costs were considerably higher;

P34 Alternative only addresses the energy volumes for the provision of balancing services,
not the associated price / remuneration, whereas P36 addresses both;

Making payments outside of the BSC would seem to not better facilitate the Applicable BSC
Objectives and risks discriminatory treatment between energy delivered under the provision
of a balancing service and that provided through the Balancing Mechanism; and

In the case of Mandatory Frequency responses, the CUSC allows for an imbalance
compensation payment, and if such imbalance were removed from the BSC, then this
compensation would no longer apply.

Q2 Please indicate whether you support P36 as drafted.

Fourteen of the responses received expressed a preference, as follows:

Seven responses, on behalf of thirty-four parties, indicated that they supported P36 as
drafted; and

Seven responses, on behalf of fourteen parties, indicated that they did not support P36 as
drafted.

12 The remaining two responses provided information about balancing services provision without completing the consultation
questionnaire. These responses are summarised separately.
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Reasons given in support of P36 as drafted were as follows:

It increases the incentives to accurately fulfil balancing service obligations, thus reducing
system balancing costs;

It is the only option that resolves the pricing issue applicable to all balancing services, but
as drafted it obliges all Parties to be active in the Balancing Mechanism;

It improves the management of the energy element of Ancillary Services; and

Energy should be valued in the same way as Bids and Offers, and should be excluded from
imbalance in the same way.

Reasons given for not supporting P36 as drafted were as follows:

P34 deals sufficiently with the concerns of balancing service providers through the
elimination of imbalance risk;

It does not differentiate between different types of balancing service contracts;

Payment for balancing services through Bid - Offer Acceptances is detrimental to parties and
non party participants that do not participate in the Balancing Mechanism. It could require
all parties obliged to offer mandatory balancing services to become an active participant and
this runs contrary to the ‘voluntary market' principles of the trading arrangements;

Balancing Mechanism participants should not be treated differently to non Balancing
Mechanism participants in the provision of Ancillary services, this would be discriminatory;

In principle, energy has the same value at any given point in time, however, in practice this
raises concerns that the combination of a simple banded Bid - Offer price structure and non
transparent balancing services contract trades, combined with the limited number of current
service providers, may not achieve effective transparency and competition; and

P36 Alternative is better, as it is appropriate that remuneration is dependent upon the class
of balancing service, as is the case for the P36 Alternative.

Please indicate whether you support the P36 Alternative.

Fourteen of the responses received expressed a preference, as follows:

Ten responses, on behalf of thirty-one parties, indicated that they supported the P36
Alternative; and

Four responses, on behalf of seventeen parties, indicated that they did not support the P36
Alternative.

Reasons given in support of the P36 Alternative were as follows:

Mandatory response is beyond the reasonable control of the party, therefore they should
not be penalised for providing it;

It values the energy supplied through balancing services contract equally with Bid - Offer
Acceptances, and it is believed that this better facilitates the Applicable BSC Objectives;

It allows a competitive market in Ancillary Services, thus leading to a more efficient and
economic market, whilst enabling balancing services provided by non Balancing Mechanism
participants to be dealt with;
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It better facilitates the Applicable BSC Objectives by more precisely defining the boundary
for those services where the application of the [original] P36 approach would be obligatory;

and

The principles underlying P36 Alternative facilitate better operation of the market, as
mandatory frequency response providers can better reflect the risks of provision via Bid -
Offer data.

Reasons given for not supporting the P36 Alternative were as follows:

It does not provide a more appropriate way forward than the original Modification;

It fails to address the price in respect of mandatory services;

Balancing Mechanism participants should not be treated differently to non Balancing
Mechanism participants in the provision of Ancillary services, this would be discriminatory;

The flexibility inherent in the P36 Alternative allows decisions on which prices are to be used
to be deferred or altered at a later date as the market develops; and

BSC governance provides the advantages of independence and transparency, although
alternative governance is possible if such independence and transparency are assured.

Q4 Please indicate whether you support the definition of Class A and Class B Balancing
Services and if not, what alternative you would propose.

Ten of the responses received expressed a preference®?, as follows:

Eight responses, on behalf of twenty-three parties, indicated that they supported the
definition of Class A and Class B balancing services; and

Two responses, on behalf of eight parties, indicated that they did not support the definition
of Class A and Class B balancing services.

Reasons given in support of the definition of Class A and Class B balancing services were as

follows:

It facilitates the distinction between the provision of commercial and mandatory balancing
services. Currently mandatory service providers have little opportunity to reflect the specific
costs associated with service provision, whereas it is expected that commercial service
providers have assessed the risks and have contracted on that basis.

Reasons given for not supporting the definition of Class A and Class B balancing services were

as follows:

The distinction between Class A and Class B balancing services should be dependent upon
the ability to calculate the volume of delivered energy precisely and the existence of
relevant Bid - Offer prices. If both criteria are satisfied, then it should be a Class B service,
unless the service provider and NGC agree to re-categorise the service to a Class A. Under
this approach, Class B are treated consistently with any other balancing action; and

All balancing services should be Class A, with the potential for re-classification as experience
of the trading arrangements increases.

13 Two of the remaining responses did not respond to the consultation questionnaire, and the remaining responses either did not
comment, or applied a ‘Not Applicable / No comment' response, mainly as a consequence of not supporting Modification P36 or its

Alternative.
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Please indicate whether (and why) you support the position in P36 Alternative that
payment for balancing services energy as Bid - Offer Acceptance is obligatory for
Class B. If you do not support "obligatory"”, please state your reasons and identify
other approaches you would prefer.

Eleven of the responses received expressed a preference, as follows:

- Seven responses, on behalf of twenty-six parties, indicated that they supported the
obligatory Class B balancing services; and

- Four responses, on behalf of five parties, indicated that they did not support the obligatory
Class B balancing services.

Reasons given in support of the obligatory Class B balancing services were as follows:

- Ancillary services priced as Bid - Offer Acceptances allows a market in these services to
develop, improving transparency and ensuring that service providers are dealt with on an
equal basis. Allowing some mandatory response providers to opt out of Class B undermines
the market and decreases transparency, failing to facilitate Applicable BSC Objective C3
(3)(c) in promoting effective competition in supply and generation;

- The energy element of Class B balancing services should be treated in the same way as any
other payment for balancing actions. Commercial service providers are not BM Units so
cannot be reimbursed in this manner; and

- Unless consistency in the treatment and pricing is achieved, a proper economic choice
between the various alternatives available to the System Operator will not be possible and
competition in the provision of balancing energy will be stifled.

Two general responses were received. These can be summarised as follows:

1.

A demand side provider of balancing services should neither expose itself or its supplier to
imbalance charges as a result of offering balancing services. This should be achieved in the most
simple and cost efficient manner possible; and

A provider of demand reduction services via Standing Reserve Contracts with NGC believes that
offering such contracts should not penalise the provider. The response notes experience to date
from the provision of this service, namely that under their contract, energy has been pre-bought
which is then spilt when called. Spill price to date (System Sell Price) has invariably been
considerably less than the contract price and can also be negative. When contracts were offered to
the Transmission Company the poor spill price could not be factored in.

The Transmission Company taking on the imbalance only partly solves the problem - it will remove
the risk of negative prices, but the provider will still lose around £20/MWh on each MWh action
taken. Furthermore, they will have to recover their original position once the reserve call is ended -

costing more.

The response indicates broad support of the principles of P34 and P36 in the removal of risk
however, a Balancing Mechanism that properly values imbalance would be preferable.
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16 SUMMARY OF TRANSMISSION COMPANY ANALYSIS

ANNEX 5 (a) and (b) contains the full Initial Consultation response and Impact Analysis received from
the Transmission Company.

16.1 Initial Consultation Response
The Transmission Company'’s full response is provided in ANNEX 5 (a).
To summarise:

The Transmission Company supports the principle that it is inappropriate for balancing service providers
to be exposed to imbalance prices when they are delivering services that are assisting in overall system
balancing. The Transmission Company supports the mechanism described in Modification P34 for
removing this exposure at source.

Governance of Balancing Services

The consultation on Modification P34 raises questions and issues that currently fall outside of the
governance of the BSC.

The governance of balancing services is covered by the Transmission Licence, Grid Code, Connection
Use of System Code (CUSC) and the Procurement Guidelines, as follows:

Balancing Services are defined by the Transmission Licence (Condition 1A%, as follows:
- Ancillary Services are described within CC8 of the Grid Code;

- Balancing Mechanism Bids and Offers procurement arrangements are contained within the
BSC; and

- Other Services available to the Transmission Company to assist in operating the
Transmission System.

These definitions are expanded in the Procurement Guidelines which are produced by the Transmission
Company in accordance with Licence Condition 7B.3.

The Grid Code (CC8) defines the different types of System Ancillary Service as Part 1, Part 2 and
Commercial Ancillary Services™®.

The contractual mechanisms for Part 1 Ancillary Services, and the associated prices and calculation of
volumes (in Mandatory Service Agreements) are defined in the CUSC.

Arrangements for Part 2 Ancillary Services and Commercial Ancillary Services are contained within
Commercial Services Agreements, bilaterally negotiated between the balancing service provider and the
Transmission Company, and are therefore not part of the CUSC.

These governance arrangements have been developed through a number of industry consultations
around development of the trading arrangements, the initial System Operator incentive arrangements
and the development of the CUSC.

14 The Licence Conditions detailed are as provided by the Transmission Company in their response. It should be noted that these
Conditions may have changed as a consequence of the issue of a new version of the Transmission Licence, dated 01 October
2001.

'® These are all defined in the Transmission Company responses, therefore these definitions are not repeated here.
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Interaction between Balancing Services and the BSC

There are circumstances where the procurement and provision of balancing services interacts with the
BSC via the Energy Imbalance Price calculations. Two examples are:

1. Balancing Services Adjustment Methodology Statement - produced under the provisions of Licence
Condition 7B.6 by the Transmission Company and approved by the Authority; and

2. System-to-System flows - result from commercial balancing services contracts entered into by the
Transmission Company with other externally interconnected System Operators. The methodology for
determining the associated volume delivered under such contract is approved by the Authority, and

sits as a framework document to the BSC (Section R 7.5.3).
There can also be an impact on balancing service providers as a result of the BSC.

In general, provision of a balancing service results in a deviation from the output anticipated at Gate
Closure. The deviation caused by the delivery in balancing services is dealt with in different ways, for
different categories of provider:

- Normal Balancing Mechanism actions - Bid - Offer Acceptances for energy balancing purposes;

- Balancing Services Balancing Mechanism actions - Bid - Offer Acceptances for instructed services,
such as standing reserve (contracted for, and Bid - Offer prices agreed in advance);

- System-to-system flows - energy associated with the provision of a balancing service by an
externally interconnected System Operator is transferred to the Energy Account of the Transmission
Company; and

- Automatic Generator response, Non BM Participants and other circumstances - delivery of the
balancing service results in imbalance exposure for the provider (or the Lead Party of the BM Unit
associated with the service provider where the balancing service provider is not a BSC Party).

Modification P34 is aimed at the balancing service providers covered by the last bullet point.

Modification P34

P34 seeks to remove exposure to imbalance charges arising under the BSC when certain balancing
services are being provided. The Transmission Company believes that it is not appropriate for these
service providers to face this exposure, nor to transfer this exposure to the Transmission Company via
contractual mechanisms outside of the BSC.

It is envisaged that the volume of balancing services would be calculated via an agree methodology
(similar to BSAD or system-to-system flows) which would be agreed between the Transmission
Company and the Authority.

General Comments on the Consultation

The questions and options raised in this consultation range far wider than P34 and cover issues
associated with where the volumes of balancing services and the associated prices are defined. These
volumes and prices are dealt with via other mechanisms and are therefore not alternatives to P34, but

different proposals in entirety.

A number of options have been raised via Modification Proposal P36 and via the CUSC Working Group,
and the Transmission Company believes that significant further work, analysis and consultation is
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required before any of the established industry governance principles are changed in respect of the
costs and volumes associated with balancing services.

Interaction with other current Modification Proposals

P26 'Market - Driven Trading Neutrality Band' - the amendments proposed by this Modification
are inconsistent with the approach defined for Modification P34; and

P36 Bid - Offer Acceptances relating to Applicable Balancing Services - the Transmission
Company believe that P36 is Option 5 in the consultation document, therefore there is an interaction
between this modification and P34, however, the Transmission Company believe Modification P36 to be
dealing with different issues.

Summary of the Transmission Company Consultation Response:

Q1. Do you Agree with the principle that “The Provider of Balancing Services should not be exposed to the consequence
of imbalance for the portion of energy attributable to the provision of that Balancing Service, subject to the volume
calculation and the delivery of the service.”

The Transmission Company fully supports this principle. They believe that there are two alternative mechanisms for
removing this exposure:

1. Removing the imbalance exposure entirely (as defined in P34) ensures that no perverse incentives are placed on
balancing service providers.

2. Removal of the exposure to the consequence of imbalance can be achieved outside of the BSC, via contractual
arrangements between the Transmission Company and the balancing service provider, however, this only transfers the
imbalance exposure, via the contractual arrangement, to the Transmission Company. This imbalance risk is then
reflected in the Balancing Services Use of System Charges @SUoS), along with the original imbalance payments
contributing to the overall Residual Cashflow as calculated under the BSC - this is an inefficient flow of cash.

The Transmission Company believe that 1. Is the best approach for better achieving facilitation of the Applicable BSC
Objectives.

Q2. In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each
of the issues below?

Q2. Issue 1: Should the definition of “applicable” Balancing Services include only mandatory or all Balancing Services
(mandatory and commercial balancing services)

NO.

This question is not believed to be relevant to Modification P34. The Transmission Company envisage that achievement
of P34 will be via a separate methodology, which will provide the detail of the balancing services where imbalance
exposure results from the provision of such services, with the methodology visible to all parties and agreed by the
Authority.

It is inappropriate to draw any distinction between mandatory and commercial services for the purposes of P34, as the
Transmission Company believe that it is inappropriate for any provider of balancing services to be exposed to
imbalance, as the provision of the service is helping to balance the system.

Q2. Issue 2: Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable
to the provision of that Balancing Service fall under the governance of the Balancing and Settlement Code?

YES.
The exposure to imbalance should be addressed at source via the mechanism proposed by P34.

Q2. Issue 3: If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the
provision of that Balancing Service fall under the governance of the Balancing and Settlement Code, should the
definition of the “applicable balancing services” and calculation of the associated volume fall under the Balancing and

Settlement Code.
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NO.

The governance model for balancing services is described above. The Transmission Company believe that it is
inappropriate to change this governance model.

If 'Applicable Balancing Services' are defined under the BSC, then it is possible that this list may become inconsistent
with the definitions in the Transmission Licence, potentially leading to, in extreme cases, licence breach by the
Transmission Company.

Q2. Issue 4: Should the proposal be made retrospective (as per the proposal 23" August 2001) or only prospective?

YES.

The Transmission Company support a retrospective implementation of Modification P34, this is a consequence of the
view of certain balancing service providers, hence the request for the Modification to be treated as urgent:

There is serious concern that balancing services may be withdrawn leading to a deterioration of system security
standards.

Q3. With respect to Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for
each option. Please also state your view on whether the Modification and / or Options better facilitates the BSC
Obijectives, as defined in the Transmission Licence Condition 7A (objectives provided)

Modification Proposal P34 FOR

Option 1 — P34, No retrospection AGAINST (see Q2, Issue 4).

Option 2 — Mandatory Balancing Services Volumes | AGAINST
as Bid — Offer Acceptances

It is not appropriate to draw any distinction between mandatory and commercial balancing services.

Bid - Offer prices may not be appropriate for the provision of balancing services:

Certain balancing services which are governed by CUSC have cost reflective charging principles. It is not clear how these
would be maintained if Bid - Offer prices are used.

The use of Bid - Offer prices may result in these prices applying to the provision of different services, eg normal Bid -
Offer Acceptances (for energy balancing), and Bid - Offer Acceptances for frequency response (system balancing).
Under certain circumstances, it may be totally inappropriate to use the Bid - Offer price in the Balancing Mechanism for
the provision of balancing services, for example, a demand side standing reserve provider, under a Supplier BM Unit for
which they are not the Lead Party (note that in this circumstance, it is the Supplier, not the balancing service provider,
that receives the payment via the BM Unit cashflow).

The Transmission Company believe that this is more of a question about what the right price is for a balancing service,
rather than the principle of the exposure to imbalance, and therefore do not believe that it is appropriate to ask this
question in relation to Modification P34. The cost of balancing services is dealt with via established governance
processes.

Option 3 — Mandatory and Commercial Balancing AGAINST See Option 2 response.
Services Volumes as Bid — Offer Acceptances

Option 4 — P34, No retrospection, methodology See response to Q2, Issue 4, and Options 2 and 3
under the BSC

Option 5 — Mandatory Balancing Services Volumes | See response to Q2, Issue 4, and Options 2 and 3
as BOAs, methodology under the BSC

Option 6 — Mandatory and Commercial Balancing See response to Q2, Issue 4, and Options 2 and 3
Services Volumes as BOAs, methodology under the
BSC

Q4. With respect to the Modification Proposal and each 23 August 2001
of the Options, please provide an indication of a
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preferred “Effective from” date.
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16.2 Assessment Consultation Response
The Transmission Company’s full response is provided in ANNEX 5 (b).
To summarise:

The Transmission Company supports Modification Proposal P34, as the proposer and believes that this
Modification is the most appropriate mechanism to support the key principle of the Modification, which is
that 'the provider of balancing services should not be exposed to the consequence of
imbalance for the portion of energy attributable to the provision of that balancing service,
subject to the volume calculation and the delivery of the service'.

There are two fundamental reasons why P34 Alternative, P36 and P36 Alternative are not appropriate:

1. Governance: Implementation of P34 Alternative, P36 and P36 Alternative would result in a change
to the existing governance model, shifting issues currently under the governance of the CUSC or

Transmission Licence into the governance of the BSC. This is inappropriate because:

It results in duplication between the BSC the CUSC (and associated systems);

It would lead to confusion in respect of overall governance;

It reduces transparency; and

Ofgem have made clear statements on their views of governance (Conclusions document on
CUSC, May 2001).

P34 does not require any change to the existing governance.

It is also appropriate to reject P36 under the BSC, and for the issues it raises to be considered under
the CUSC via CUSC Amendment Proposal CAP010 (which achieves the same result as P36, but under

CUSC governance).

2. Payment Mechanisms for Balancing Services: Implementation of P36 and P36 Alternative
result in a change to the way in which certain types of balancing service are paid for. The
Transmission Company believe that it is inappropriate to value delivered balancing services
energy at the Bid - Offer price, specifically in relation to obligatory, cost based services such as
mandatory frequency response, as it will lead, if introduced in isolation, to an increase in the
cost of mandatory frequency response, which will be reflected in BSUoS charges.

Paying for mandatory frequency response at the Bid / Offer price will lead to significant
difficulties in optimising overall response holding, potentially giving rise to higher overall costs
and less transparent decision making associated with balancing the system.

Neither P34, nor P34 Alternative result in a change to the existing payment mechanisms.

P34 Alternative, P36 and P36 Alternative all raise issues that complicate the debate about reaching the
primary objective of P34, which is to remove at source the energy volume associated with the provision
of the balancing service, in an effective and simplistic way without altering the current governance
arrangements, or changing any of the current payment mechanisms.

The Transmission Company rationale when responding to the consultation questions is:

1. Whether the proposal / alternative achieves the primary objective (i.e. the removal of exposure to
imbalance prices when providing relevant balancing services);

2. Whether the mechanism required by the proposal / alternative is consistent with the existing
industry governance model; and

© ELEXON Limited 2002



ASSESSMENT REPORT
Page 102 of 264

3. Whether the mechanism required by the proposal / alternative changes any of the current
arrangements for treatment of those balancing services (for example, payment mechanisms).

Support of Modification P34 is reiterated, as it:

1.
2.
3.

Q1

Q2

Achieves the primary objective of these related proposals;

Is consistent with the existing industry governance model; and

Does not change any of the current arrangements for treatment of relevant balancing services.

Please indicate whether you support the P34 Alternative.

P34 Alternative is not supported. With regards to the Transmission Company rationale, it:

1.
2.

Achieves the primary objective of these related proposals;

Results in a shift of governance by moving the definition of Applicable Balancing Services
and the associated volume calculation to come under the provisions of the BSC ; and

Does not change any of the (other) current arrangements for treatment of relevant
balancing

Please indicate whether you support P36 as drafted.

P36 as drafted is not supported. The Transmission Company believe that it is appropriate to
debate the issues raised by Modification P36 via the amendment procedures defined in the
Connection Use of System Code (CUSC) during the consideration of CAP010. Such debate is
currently being undertaken by the Balancing Services Standing Group.

With regards to the Transmission Company rationale, Modification P36, as drafted:

1.
2.

Achieves the primary objective of these related proposals;

Results in a shift of governance by moving the definition of Applicable Balancing Services
and the associated volume calculation to come under the provisions of the BSC ; and

Results to a change in payment arrangements for relevant balancing services by valuing the
balancing services energy at the prevailing bid — offer Price and making that payment under
the BSC. It is believed that this is inappropriate for the following reasons:

Certain balancing services (including Mandatory Frequency Response) are governed by
cost reflective charging principles and therefore P36 presents a move away from these
principles;

It could lead to difficulties in securing the economic optimisation of balancing services
(as illustrated in Appendix A of the Transmission Company response), leading to higher
costs associated with the procurement of these services, reflected in increased
Balancing Services Use of System (BSUo0S) charges;

It could lead to the effective withdrawal of mandatory services on a price basis,
resulting in prohibitively high costs being incurred in balancing the system (as illustrated
in Appendix A of the Transmission Company response);

Any change to payment arrangements for balancing services need to be considered in
light of an eventual move to enduring market based arrangements and it is not clear
how implementing P36 will assist in this move; and
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P36 does not apply to balancing service providers who chose not to participate in the
balancing mechanism (for example, small scale demand side players).

Q3 Please indicate whether you support the P36 Alternative.

P36 Alternative is not supported. With regards to the Transmission Company rationale,
Modification P36 Alternative:

1. Achieves the primary objective of these related proposals;

2. Results in a shift of governance by moving the definition of Applicable Balancing Services
and the associated volume calculation to come under the provisions of the BSC ; and

3. Results to a change in payment arrangements for relevant balancing services by valuing the
balancing services energy at the prevailing bid — offer Price and making that payment under
the BSC. It is believed that this is inappropriate for the same reasons as those provided for
Question 2.

Q4 Please indicate whether you support the definition of Class A and Class B Balancing
Services and if not, what alternative you would propose.

The definition of Class A and Class B balancing services is not supported by the Transmission
Company. The Transmission Company do not believe that any further definition of balancing
services is required. If it were, then such definitions should be consistent with, or refer to, other
definitions for balancing services contained within the Grid Code and / or the Transmission
Company.

Q5 Please indicate whether (and why) you support the position in P36 Alternative that
payment for balancing services energy as Bid - Offer Acceptance is obligatory for
Class B. If you do not support "obligatory"”, please state your reasons and identify

other approaches you would prefer.

This is not supported by the Transmission Company for the reasons given above.

Current Treatment of Imbalance and the existing Governance model

This part of the Transmission Company’s analysis contains a description of the existing governance
model and the current treatment of imbalances associated with the relevant balancing services.

Current Treatment of Imbalance

Currently any energy imbalance charges arising from the delivery of mandatory frequency response are
refunded to the provider via the CUSC mechanism of imbalance compensation payments.

There are a small number of bilateral agreements for commercial frequency response services that
replicate the arrangements in the CUSC for imbalance compensation, and it assumed, for the purposes
of this analysis, that these are also covered by the CUSC arrangements for mandatory frequency
response.

There are no other specific arrangements for compensation when providing other balancing services
(such as reserve). Therefore imbalance charges are incurred when these services are provided. It could
be assumed that these balancing services providers build in an ‘imbalance premium’ into their overall
price for service provision. A number of these balancing services providers have indicated to the

Transmission Company that they are unwilling to continue taking on the risk of imbalance exposure.

Summary of the Governance arrangements for Balancing Services
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The governance of balancing services, as established via industry consultation pre Go Live, is covered by
the Transmission Licence, the Grid Code, CUSC and Procurement Guidelines.

Balancing Services are defined within the Transmission Licence (with the definitions further
expanded in the Procurement Guidelines);

The Grid Code defines the different types of Ancillary Services — Part 1, Part 2 and Commercial
Ancillary Services;

- Part 1 Ancillary Services contractual mechanisms, calculations and cost reflective charging
principles are described within the CUSC, supported by the prices and plant specific

characteristics in the Mandatory Service Agreements;

- Arrangements for Part 2 and Commercial Ancillary Services are contained within Commercial
Services Agreements (CSAs), which are bilaterally negotiated between the balancing services
provider and the Transmission Company.

Description of the Proposed Modifications

The main difference in the mechanisms for the Modification Proposals and their Alternatives is that P34
adjusts the accepted Bid — Offer volume after payments have been made for the Bid — Offer
Acceptance, whilst P36 makes the adjustment prior to payment. Therefore implementation of P34
means that all payments for the provision of the relevant balancing services would continue to be paid
in accordance with the existing principles defined in the CUSC or bilateral contracts. However, P36
moves away from this approach with the payments being made via the balancing Mechanism at the Bid
— Offer Price.

Governance under the proposed Modifications

The existing governance arrangements and the impact from the implementation of Modification
Proposals P34 and P36 and their respective Alternatives, are detailed in the Transmission Company’s
original response, and provided in full in ANNEX 5, therefore they are not repeated here.

The Transmission Company disagrees with the view of the PIMG that ‘Including, within the BSC, the
definition of Applicable Balancing Services and associated Balancing Services Volume
Calculation provides the opportunity to ensure that any subsequent changes would better
facilitate the achievement of the applicable BSC Objectives and specifically provides
transparency of these changes to market participants’ (BSC Consultation Paper on P34/P36,
November 2001, Appendix B). It is believed that the governance structure currently in place allows the
Authority to consider the full impact of proposed modifications across all affected areas (including the
BSC, CUSC and other codes).

It is useful to consider the distinction that has been developed between the BSC and the CUSC.
Ofgem/DTI concluded that terms relating to the Mandatory Balancing Services should be contained
within the CUSC, thus:

‘The BSC will not be used for the recovery of system balancing costs. These costs will be
recovered through BSUoS charged, and hence contractually through CUSC. Ofgem/DTI
therefore consider it appropriate for terms relating to mandatory services to sit within the
CUSC’ (NGC'’s connection and use of system code: scope, content and associated licence conditions, An
Ofgem/DTI conclusions document May 2001,section 3.60).

The Transmission Company believe that it is inappropriate to change the existing governance model by
explicitly including the definition of balancing services and the associated volume calculation
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methodology in the BSC. It is also believed that it is inappropriate to amend the existing governance
model for the following reasons:

1. It would result in duplication between the BSC and the CUSC (and their associated systems);
2. It would lead t confusion about overall governance; and

3. It would reduce transparency.

Modification Proposal P36 and P36 Alternative

Modification P34 and its Alternative can be utilised by all, included balancing service providers who are
not BSC Parties, or active participants in the Balancing Mechanism.

However, the proposed mechanism for P36 is restricted to Balancing Mechanism participants only and
payment is made to the Lead Party for the associated BM Unit (not the balancing services provider). If
the balancing services provider is not the Lead Party of the BM Unit, then they have no direct control
over the Bid — Offer data (and therefore the price) submitted.

Restrictions of Paying for imbalance volume at Bid and Offer Prices:

Mandatory Services are provided in accordance with the CUSC on a cost reflective basis. It is believed
that under the mechanism in P36 and P36 Alternative cost reflectivity for Mandatory Services would be
lost as the energy volume associated with the services would be paid at Bid and Offer Prices, thus
representing a clear shift from cost to value. A mandatory balancing service provider could effectively
make the system prohibitively expensive to operate by submitting extreme Bid and Offer prices, thus
causing difficulties in securing system balance at optimum cost.

A provider of an applicable Balancing Service would only be paid for the energy attributable to the
provision of that Balancing Service at their submitted Bid and Offer Price. This price may not be the
same for different types of deviations in the Balancing Mechanism; the cost associated with a manually
initiated decrease or increase from a provider’s physical output will not necessarily be the same as the
cost of an automatically initiated increase or decrease resulting from the provision of balancing services.

Where more than one service provider forms part of a BM Unit, only a single Bid/Offer Price ladder may
be submitted. This does not allow the individual providers to correctly reflect their costs in their price
ladder.

Impact on BSU0S

It is believed that P36/P36 Alternative as proposed could lead to an increase in balancing costs which
would be reflected in an increase in the BSU0S charge. This is fully discussed in a paper by National Grid
which was circulated round the Modifications Group, ‘Impact on BSUoS charges and RCRC from the
delivery of Mandatory Response under current arrangements and under P34 and P36’, 31 October 2001
(provided in ANNEX 2 of this Assessment Report).

Frequency Response Market

The Transmission Company is committed to the development of an implementation plan for a Frequency
Response Market and the Balancing Services Standing Group (BSSG - established under CUSC) is
working on this issue.

Therefore issues raised by these modifications should be considered in the context of the whole market
debate. It is believed that P34 paves the way for market arrangements by removing the perversity of
imbalance exposure when delivering the services, whereas the other proposed modifications achieve the
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removal of imbalance exposure, they also introduce further complexity which do not necessarily
represent steps in the right direction towards frequency response market arrangements.

We believe that it is appropriate for these issues to be considered at the BSSG.

Impact on System Operator Systems

The Transmission Company have performed informal Impact Assessments on System Operator systems
in respect of P34 and P36 (a fuller, more detailed impact assessment will be required once it is clear
which modification is approved). It will also be necessary to consider the impact in respect of other BSC
driven developments such as P12, P22 and P33.

Impact on Control Room Systems

- P34 will not impact on these systems.

- P36 will impact on the algorithm used to optimise frequency response holding as it changes
the way that delivered response energy is paid for. Amendments, with varying degrees of
complexity, could be made to this algorithm to include some type of bid/offer indicator in
the optimisation process.

The estimate for the investigation and development required to the dispatch algorithm for this crude
enhancement is £150k, with a delivery time of approximately 9 months.

Significant further analysis would be required in order to develop the dispatch algorithm to fully optimise
response holding under a P36 scenario. A full optimisation would require the development of
probabilistic techniques to attempt to forecast the expected response behaviour of each generator
relative to the system frequency, and the interaction of this behaviour with its bid/offer ladder. We have
not yet attempted to quantify this effort but it is likely that significant research would be required.

Impact on Balancing Services Systems

P34/P36 impact on the systems used to settle Balancing Services Contracts, and in particular the system
used to calculate the volume of these services. Currently these volumes are calculated using data from
the Initial Interim (11) Settlement Run, however the requirement specification states that the volume has
to be provided to the SAA prior to the Il run. Additional development (to establish new interfaces) would
be required to calculate these volumes prior to the Il run, and the estimates provided assume that this
is the case. If, however, the data can be provided after the Il run, then the costs and timescales would
reduce.

P34 development estimate £50k, delivery time 3 — 4 months, starting March 2002.
P36 development estimate £80 - 130k, delivery time 5 — 8 months, starting March 2002.
BSC Objectives

It is believed that P34 Alternative, P36 and P36 Alternative do not better facilitate the BSC Objectives as
set out in the Transmission Licence, Condition C3, paragraph 3.

It is believed that the mechanisms proposed for P36 and P36 alternative would not facilitate ‘the
efficient, economic co-ordinated operation by the licensee of the licensee’s transmission
system’. It is likely not to be economic to pay for imbalance volume at Bid and Offer prices as stated in
6.2 as this could make the system prohibitively expensive to operate also with the effect that BSC
Parties could also face an increase in BSUoS charges.

It is also believed that the proposals P34 Alternative, P36 and P36 Alternative would not be ‘promoting
efficiency in the implementation and administration of the balancing and settlement
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arrangements’. By duplicating the applicable balancing services and associated volume calculations in
the BSC, any BSC modification would have to be done in parallel with modifications to the CUSC (or
relevant industry document). The duplication of information between documents, which effectively
govern the operation of our activities, is not in line with efficient implementation and administration of
the balancing and settlement arrangements.

16.3 Transmission Company Analysis

The Transmission Company were requested to respond to a set of questions posed by ELEXON as part
of the analysis of this Modification.

The questions and responses are not summarised here, but are provided in full in ANNEX 5 (c) of this
Assessment Report.
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ANNEX 1 — PROPOSED DRAFT TEXT TO MODIFY THE BSC

a Modification P34

The following new paragraph 6.4 shall be inserted in Section Q and the existing paragraph 6.4 shall be
renumbered as paragraph 6.5:

6.4
6.4.1

6.4.2

6.4.3

6.4.4

6.4.5

6.4.6

6.4.7

Applicable Balancing Services Volumes

In relation to each Settlement Period in a Settlement Day and each BM Unit, the Transmission Company
shall send the Applicable Balancing Services Volume Data to:

(@ the SAA; and

(b) the BMRA

no later than the second Business Day after such Settlement Day.

Applicable Balancing Services Volume Data shall:

(@ be expressed in MWh;

(b) follow the sign conventions set out in paragraph 2.4 of Annex X-2; and

(© represent an aggregate net volume of Active Energy for the whole Settlement Period.

The Transmission Company may resubmit to the SAA the Applicable Balancing Services Volume Datain
respect of any BM Unit and Settlement Period within a Settlement Day (originally sent under paragraph
6.4.1) at any time prior to the Final Reconciliation Settlement Run for such Settlement Day and the SAA
shall correct such datain the Settlement Run following such resubmission.

For the avoidance of doubt, in respect of each Settlement Period and each BM Unit, volumes of Active
Energy contained in the Applicable Balancing Services Volume Data sent pursuant to this paragraph 6.4
shall not include or be included in any volumes of Active Energy contained in Acceptance Datain respect
thereof.

If the Lead Party notifies the Transmission Company in writing that it does not wish any volumes of
Active Energy to be submitted in respect of a BM Unit for which it is Lead Party pursuant to this
paragraph 6.4 with effect from an effective date specified in such notice (which date may not be earlier
than [5] days after the Transmission Company receives such notice):

@ the Transmission Company shall notify BSCCo in writing; and

(b) the Applicable Balancing Services Volume Data sent by the Transmission Company in respect of
that BM Unit shall be set to zero by the Transmission Company in respect of each Settlement
Day with effect from the specified effective date until such time as the Lead Party informs
BSCCo in writing that such notice isto be withdrawn.

The obligations of the Transmission Company to send data under this paragraph 6.4 in respect of
Settlement Periods and Settlement Days, and the use of such datain the determination of Trading Charges
in respect of Settlement Days in accordance with the provisions of Section T, shall apply in respect of

each Settlement Period and Settlement Day from the time when this paragraph 6.4 comesinto effect.

Without prejudice to the Transmission Company's obligations under paragraph 1.4.1, where there is no
Applicable Balancing Services Statement in place which has been approved by the Authority, the data
submitted by the Transmission Company pursuant to this paragraph 6.4 shall be set to zero.
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The following amendments (as marked up) shall be made in Section T:

132

4.3.2

4.3.3

45.1

4.6.2

4.6.3

Datarequired from the Transmission Company are:
€) Final Physical Notification Data;

(b) Bid-Offer Data;

(c) Acceptance Data;

(d) Balancing Services Adjustment Data; and

(e) Applicable Balancing Services Volume Data.

In respect of each Settlement Period, for each BM Unit, the Period BM Unit Bid—Offer Balancing
Services Volume, will be determined as follows:

QBSO; =0" (QAD"; + QAB")) + QAS;

where Q" represents the sum over all Bid-Offer Pair numbers for the BM Unit.

In respect of each Settlement Period, for each BM Unit, the Period Expected Metered Volume will be
determined asfollows:

QME; = FPN; + QBSO;

In respect of each Settlement Period and each Energy Account, the Credited Energy Vo lume for each BM
Unit to be allocated to the corresponding Energy Account of the Subsidiary Party and of the Lead Party
will be determined as follows:

@ in the case of the corresponding Energy Account of each Subsidiary Party:
QCEi4 ={(QMj; —QBSQ;)) * (QMPR;5/100) + QMFR 4} * TLM;
and values of QCE4 are then rounded towards zero to the nearest kWh;
(b) in the case of the corresponding Energy Account of the Lead Party:
QCE4 = (QM;j; * TLM;j) — 4.QCEy4

where &, represents the sum over al Energy Accounts for Subsidiary Parties of the
Lead Party (not including Energy Accounts for the Lead Party itself).

In respect of each Settlement Period, for each Energy Account, the Account Period Bid—Offer Balancing
Services Volume will be determined as follows:

QABS(_)aj = é.iQBS(_),j * TLMij

where &; represents the sum over all BM Units for which such Energy Account is the corresponding
Energy Account of the Lead Party.

In respect of each Settlement Period, for each Energy Account, the Account Energy Imbalance Volume
will be determined as follows:

QAEIl,; = QACE;— QABSO, —QABC,
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4.6.5 In respect of each Settlement Period, the Total Period Applicable Balancing Services Volume will be

determined as follows:

TOAS =0 0AS;

where O, represents the sum over all BM Units.

The following new data item shall be inserted in Annex V-1, Table 1:

DATA AND RELEVANT | FREQUENCY FORMAT DEFAULT
SETTLEMENT PERIODS
BM Unit Applicable Balancing Services | Daily _ (published | Tabular None

Volume

for _al days on
[Business _Days]

only)

The following new definitions shall be inserted (alphabetically) in Annex X-1:

"Applicable Balancing Services" means Balancing Services in respect of which the Transmission Company

submits or isto submit data pursuant to Section Q[6.4].

"Applicable Balancing Services Adjustment Data' means the data in respect of a BM _Unit and a Settlement

Period representing volumes of Active Energy associated with the provision of Applicable Balancing Services as

sent by the Transmission Company to the SAA and the BMRA pursuant to Section Q[6.4];

"Balancing Services" has the meaning given to that term in the Transmission Licence;
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The following amendments (as marked up) shall be made in Table X-2 of Annex X-2:

Defined Term Acronym | Units Definition/Explanatory Text

Account Period Bid—Offer | QABSOy; | MWh The quantity determined in accordance with section T
Balancing Services Volume 46.2

The Account Period Bid—Offer Balancing Services
Volume is the sum of the net quantity of accepted
Bids and Offers, and the net energy associated with
delivery of Applicable Balancing Services from all
BM Units for which Energy Account a is the Lead
Energy Account in Settlement Period j.

BM Unit Applicable QAS; MWh In respect of a BM Unit and a Settlement Period, the
Balancing Services Volume Applicable Balancing Services Volume Data sent by
the Transmission Company pursuant to Section Q6.4.

Period BM Unit Bid—Offer | QBSQ; MWh The quantity determined in accordance with section T
Balancing Services Volume 4.3.2.

The Period BM Unit Bid—0Offer Balancing Services
Volume is the sum of the net quantity of accepted
Bids and Offers and the net quantity of energy
associated with delivery of Applicable Balancing
Services from BM Unit i in Settlement Period j.

Total Period Applicable TOAS MWh The amount determined in accordance with Section T
Balancing Services Volume 4.6.5.

The Total Period Applicable Balancing Services
Volume is the net quantity of energy associated with
delivery of Applicable Balancing Services by al BM
Unitsin Settlement Period j.

The following amendments (as marked up) will be made to Table X-3 of Annex X-2:

Acronym Units Corresponding Defined Term or Expression

QABSO; MWh Account Period Bid—0Offer Balancing Services Volume

QAS; MWh BM Unit Applicable Balancing Services Volume
QBSQ; MWh Period BM Unit Bid—Offer Balancing Services Volume
TOAS MWh | Total Period Applicable Balancing Services Volume
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b Alternative Modification P34

The following new paragraph 1.4 shall be inserted in Section Q:

14 Applicable Balancing Services

1.4.1 The Transmission Company shall establish and maintain a statement (the "Applicable Balancing

Services Volume Statement") approved by the Authority setting out:

(a

those Balancing Services (other than services bought, sold or acquired via the submission of Bids

(b)

and Offers and the issue of Acceptances in accordance with the mechanism established under the
Code) in respect of which data is to be sent to the SAA pursuant to paragraph 6.4 (" Applicable

Balancing Services"):

the methodology to be used by the Transmission Company to determine, in respect of each

(c)

Settlement Period and each BM Unit, the volume of Active Energy [delivered or avoided] by way
of provision of Applicable Balancing Services; and

the procedures for reviewing and revising the Applicable Balancing Services Volume Statement

from timeto time.

14.2 Inestablishing the Applicable Balancing Services Volume Statement, the Transmission Company shall:

(a

consult with Parties, allowing a period of not less than 28 days (unless otherwise directed by the

(b)

Authority) in which to make representations;

produce a report, setting out the statement originally proposed, any representations made to the

(c)

Transmission Company and any changes made to the statement originally proposed following the
consultation; and

submit such report, along with the final proposed version of the statement, to the Authority for

approval.

1.4.3 For the avoidance of doubt, the Applicable Balancing Services Volume Statement may be established in
accordance with paragraph 1.4.2 and approved by the Authority prior to the date when this paragraph 1.4

comes into effect.

144 Fromtimeto time (asthe Transmission Company seesfit or as otherwise directed by the Authority) and in

any event at least once every 12 months, the Transmission Company shall:

(a

review the Applicable Balancing Services Volume Statement with a view to determining whether

(b)

any revisions should be made to it;

consult with Parties, allowing a period of not less than 28 days (unless otherwise directed by the

(c)

Authority) in which to make representations;

produce areport, setting out the results of its review and any proposed revisions to the Applicable

(d)

Balancing Services Volume Statement, any representations made to the Transmission Company
and any revisions proposed to the Applicable Balancing Services Volume Statement following
the consultation;

submit such report, along with the final proposed revisions (if any). to the Authority; and

(e)

make any such revisions to the Applicable Balancing Services Volume Statement as may be

approved by the Authority.
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The Transmission Company shall publish the Applicable Balancing Services Volume Statement (as

14.6

revised from time to time in accordance with this paragraph 1.4) on the Transmission Company's website
and send a copy of such statement to any person on request.

Any question or_dispute as to the interpretation of or compliance with this paragraph 1.4 shall be

14.7

determined by the Authority and the Authority's determination in respect of such matters shall be final and
binding on Parties.

For the avoidance of doubt, the decision of the Authority to approve the Applicable Balancing Services

Statement (or any revisions thereto) shall be final and binding on each Party.

The following new paragraph 6.4 shall be inserted in Section Q and the existing paragraph 6.4 shall be
renumbered as paragraph 6.5:

6.4
6.4.1

6.4.2

6.4.3

6.4.4

6.4.5

6.4.6

Applicable Balancing ServicesVolumes

In relation to each Settlement Period in a Settlement Day and each BM Unit, the Transmission Company
shall send the Applicable Balancing Services Volume Data to:

€) the SAA; and

(b) the BMRA

no later than the second Business Day after such Settlement Day.

Applicable Balancing Services Volume Data shall:

€) be expressed in MWh;

(b) follow the sign conventions set out in paragraph 2.4 of Annex X-2; and

(c) represent an aggregate net volume of Active Energy for the whole Settlement Period.

The Transmission Company may resubmit to the SAA the Applicable Balancing Services Volume Data in
respect of any BM Unit and Settlement Period within a Settlement Day (originally sent under paragraph
6.4.1) at any time prior to the Final Reconciliation Settlement Run for such Settlement Day and the SAA
shall correct such datain the Settlement Run following such resubmission.

For the avoidance of doubt, in respect of each Settlement Period and each BM Unit, volumes of Active
Energy contained in the Applicable Balancing Services Volume Data sent pursuant to this paragraph 6.4
shall not include or be included in any volumes of Active Energy contained in Acceptance Data in respect
thereof.

If the Lead Party notifies the Transmission Company in writing that it does not wish any volumes of
Active Energy to be submitted in respect of a BM Unit for which it is Lead Party pursuant to this
paragraph 6.4 with effect from an effective date specified in such notice (which date may not be earlier
than [5] days after the Transmission Company receives such notice):

@ the Transmission Company shall notify BSCCo in writing; and

(b) the Applicable Balancing Services Volume Data sent by the Transmission Company in respect of
that BM Unit shall be set to zero by the Transmission Company in respect of each Settlement
Day with effect from the specified effective date until such time as the Lead Party informs
BSCCo in writing that such notice isto be withdrawn.

The obligations of the Transmission Company to send data under this paragraph 6.4 in respect of
Settlement Periods and Settlement Days, and the use of such datain the determination of Trading Charges
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in respect of Settlement Days in accordance with the provisions of Section T, shall apply in respect of
each Settlement Period and Settlement Day from the time when this paragraph 6.4 comesinto effect.

Without prejudice to the Transmission Company's obligations under paragraph 1.4.1, where there is no
Applicable Balancing Services Statement in place which has been approved by the Authority, the data
submitted by the Transmission Company pursuant to this paragraph 6.4 shall be set to zero.

The following amendments (as marked up) shall be made in Section T:

132

4.3.2

4.3.3

451

4.6.2

Data required from the Transmission Company are:
€) Final Physical Notification Data;

(b) Bid-Offer Data;

(c) Acceptance Data;

(d) Balancing Services Adjustment Data; and

(e) Applicable Balancing Services Volume Data.

In respect of each Settlement Period, for each BM Unit, the Period BM Unit Bid—Offer Balancing
Services Volume, will be determined as follows:

QBSQ;; = 0" (QAQ'; + QAB")) + QAS;

where O" represents the sum over all Bid-Offer Pair numbers for the BM Unit.

In respect of each Settlement Period, for each BM Unit, the Period Expected Metered Volume will be
determined asfollows:

QME; = FPN;; + QBSQ;;

In respect of each Settlement Period and each Energy Account, the Credited Energy Volume for each BM
Unit to be alocated to the corresponding Energy Account of the Subsidiary Party and of the Lead Party
will be determined asfollows:

(a) in the case of the corresponding Energy Account of each Subsidiary Party:
QCEi5 ={(QMi; —QBS0;) * (QMPR;3/100) + QMFR5} * TLMj;
and values of QCE are then rounded towards zero to the nearest kWh;
(b) in the case of the corresponding Energy Account of the Lead Party:
QCE4 = (QMj; * TLM;j) — &QCE;
where &, represents the sum over all Energy Accounts for Subsidiary Parties of the
Lead Party (not including Energy Accounts for the Lead Party itself).

In respect of each Settlement Period, for each Energy Account, the Account Period Bid—Offer Balancing
Services Volume will be determined as follows:

QABSQ)aj = éiQBng * TLMij
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where &; represents the sum over all BM Units for which such Energy Account is the corresponding
Energy Account of the Lead Party.

4.6.3 Inrespect of each Settlement Period, for each Energy Account, the Account Energy Imbalance Volume
will be determined as follows:

QAEIl,; = QACE;— QABSO, —QABCy

The following new paragraph 4.6.5 shall be inserted in Section T:

4.6.5 |In respect of each Settlement Period, the Total Period Applicable Balancing Services Volume will be
determined as follows:

TQAS =OQAS;

where O, represents the sum over all BM Units.

The following new data item shall be inserted in Annex V-1, Table 1:

DATA AND RELEVANT | FREQUENCY FORMAT DEFAULT
SETTLEMENT PERIODS

BM Unit Applicable Balancing Services | Daily  (published | Tabular None
Volume for all days on

[Business  Days]

only)

The following new definitions shall be inserted (alphabetically) in Annex X-1:

"Applicable Balancing Services" means Balancing Services in respect of which the Transmission Company

submits or isto submit data pursuant to Section Q[6.4];

"Applicable Balancing Services Adjustment Data' means the data in respect of a BM _Unit and a Settlement
Period representing volumes of Active Enerqy associated with the provision of Applicable Balancing Services as
sent by the Transmission Company to the SAA and the BMRA pursuant to Section Q[6.4];

"Balancing Services" has the meaning given to that term in the Transmission Licence;
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The following amendments (as marked up) shall be made in Table X-2 of Annex X-2:

Defined Term Acronym | Units Definition/Explanatory Text

Account Period Bid—Offer | QABSOy; | MWh The quantity determined in accordance with section T
Balancing Services Volume 46.2

The Account Period Bid—Offer Balancing Services
Volume is the sum of the net quantity of accepted
Bids and Offers, and the net energy associated with
delivery of Applicable Balancing Services from all
BM Units for which Energy Account a is the Lead
Energy Account in Settlement Period j.

BM Unit Applicable QAS; MWh In respect of a BM Unit and a Settlement Period, the
Balancing Services Volume Applicable Balancing Services Volume Data sent by
the Transmission Company pursuant to Section Q6.4.

Period BM Unit Bid—Offer | QBSQ; MWh The quantity determined in accordance with section T
Balancing Services Volume 4.3.2.

The Period BM Unit Bid—0Offer Balancing Services
Volume is the sum of the net quantity of accepted
Bids and Offers and the net quantity of energy
associated with delivery of Applicable Balancing
Services from BM Unit i in Settlement Period j.

Total Period Applicable TOAS MWh The amount determined in accordance with Section T
Balancing Services Volume 4.6.5.

The Total Period Applicable Balancing Services
Volume is the net quantity of energy associated with
delivery of Applicable Balancing Services by al BM
Unitsin Settlement Period j.

The following amendments (as marked up) will be made to Table X-3 of Annex X-2:

Acronym Units Corresponding Defined Term or Expression

QABSO; MWh Account Period Bid—0Offer Balancing Services Volume

QAS; MWh BM Unit Applicable Balancing Services Volume
QBSQ; MWh Period BM Unit Bid—Offer Balancing Services Volume
TOAS MWh | Total Period Applicable Balancing Services Volume
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¢ Modification P36

Legal drafting not provided.

d Alternative Modification P36

Legal drafting not provided.
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ANNEX 2 — TRANSMISSION COMPANY PAPERS

This ANNEX contains the papers pertinent to Modification proposals P34 and P36, and their Alternatives,

provided by the Transmission Company to assist the deliberations of the PIMG.

a Current Treatment of Imbalances associated with Applicable Balancing
Servicess

Paper by National Grid

Revised 29 October 2001

Introduction

The purpose of this paper is to explain how the impact of deviation from contracted energy position and
Physical Notification resulting from the variation of production or consumption in accordance with
Applicable Balancing Services contracts is handled under the following contract mechanisms:

i CUSC (relating to mandatory provision of frequency response);

ii. CUSC if Amendment Proposal CAP0O1 (also relating to mandatory provision of frequency
response) were adopted; and

iii. Bilateral Contracts between the Transmission Company and Service Providers for other services
(including commercial response).

The effects of the deviation are as follows:

i The parties exposure to Energy Imbalance Charges (System Buy and Sell Prices) is varied;
il An information imbalance charge is incurred (currently set to £0 / MWh); and

iii. The party may be subject to a non-delivery (of bids or offers) charge.

This paper:

i describes how each of the charges may be incurred;

il possible mechanisms for refunding the charge; and

iii. summarises the mechanisms used in each contract form.

The paper does not consider the effects of Applicable Balancing Services delivery on BSUoS charges and
the Residual Cashflow Reallocation Cashflow, nor does it consider payment for the associated energy.

Energy Imbalance

An Energy Imbalance charge is made against each energy account (not BMU) for the difference between
the credited energy volume (not FPN) and the contracted energy volume. If the account is short (more
energy was contracted that generated or more energy was consumed that contracted) the shortfall is
bought from the system at System Buy Price (SBP). If the account is long (more energy was generated
than contracted or more energy was contracted than consumed) the surplus is sold to the system at
System Sell Price (SSP) (which may be negative)*®.

Contracts (including CUSC) can seek to address this on a BMU specific basis by refunding SBP if the
volume of Applicable Balancing Servicess energy is negative, and charging the provider SSP if the

16 Refer to BSC T4.7.1
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volume of energy is positive. The contract will then make a payment for the energy actually delivered at
an agreed rate.

The following table illustrates the impact of 25 MWh of reduced production in accordance with an
ancillary services agreement (and assumes that the actual and expected energy volume are the same),
delivered by a service provider against three scenarios:

i A balanced contract position;

il a short contract position; and

iii. a long contract position.

In each case it is assumed that imbalance prices are as follows:
SBP: £40 /MWh

SSP: £10 /MWh

Balanced Short Long

No AS With AS No AS With AS No AS With AS
Contract Position 200 200 200 200 200 200
/MWh
Planned Production 200 200 180 180 220 220
/MWh
AS requirement /MWh 0 -25 0 -25 0 -25
Actual Production 200 175 180 155 220 195
/MWh
Imbalance /MWh 0 -25 -20 -45 20 -5
Imbalance payment 0 -1000 -800 -1800 200 -200
/£
Ancillary service - 1000 - 1000 0 1000
imbalance refund /£
Total /£ 0 0 -800 -800 200 800
Impact of Ancillary - No No £ 600
Service refund impact impact surplus

From this table it can be inferred that the current mechanism correctly refunds imbalance payments in
the following scenarios:

Against a balanced contracted position; and
where the ancillary or other service energy delivery makes the imbalance greater.

However, where the ancillary or other service energy delivery reduces imbalance there is the possibility
of overpaying the service provider (this is paid for through increased BSUoS charges and in not offset by
the residual cashflow reallocation cashflow).
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This limitation can only be overcome if the adjustment is made on an energy account specific basis.
Information Imbalance Charge

If the metered output of a BMU differs from its expected output (FPN plus bid offer acceptances) then
the (modulus) error is charged at the Information Imbalance Price (IIP,—)”. IIP is currently set to

£0/MWh, and hence no charges are made.

No contracts currently refund the Information Imbalance Charge, although certain commercial contracts
have reopeners if IIP is varied.

Non Delivery Charge

If a BM unit has a bid or offer accepted but fails to vary its output in accordance with the bid offer
acceptance, it is potentially subject to an energy imbalance charge. However, if the imbalance charge is
less expensive than the accepted bid or offer price, then the provider can potentially make a profit from
non-delivery. The non delivery rule'® requires a party that does not deliver a bid offer acceptance to
refund the difference between the acceptance price the relevant imbalance price.

Where a provider has had a bid or offer accepted, but delivery is offset by energy delivery under an
ancillary or other service contract they are potentially required to refund payment for the bid offer
acceptance, despite having met all their contractual obligations.

Currently no ancillary or other service contracts compensate for the effects of the non-delivery charge.
However, if adopted the CUSC Amendment Proposal CAPO0O1 would introduce a refund of the non-
delivery charge for mandatory frequency response.

Summary of Current Contract Position

Energy Imbalance | Information Non delivery
Imbalance
cusct® No provision
Refund of energy
CUSC following imbalance volume at Full refund by the
adoption of SBP or SSP Transmission
CAP0012% No provision?° Company
Commercial
Service No provision®® No provision
Contracts®?

Where there is no provision to refund an imbalance charge, the service provider is expected to include
the imbalance cost risk in the service price.

Payment for Energy

Energy delivered under these contracts (where a bid offer acceptance is not given) is paid at a rate
specified in the contract. Prices for energy may be specified using a number of methods including the
following:

1" BSC T 4.3 refers

® BSC T 4.8 refers

19 CUSC relates to mandatory response delivery only.

20 Certain commercial contracts have reopeners should the information imbalance price (11P) be varied.
2L CAPOOL1 also revises the calculation of volume expected from the delivery of mandatory response.

22 Relates to all services other than mandatory response.

3 Certain commercial contracts have some form of imbalance provision.
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A fixed price agreed in the contract;

A price based on a fuel price index;

A function of Imbalance prices;

A function of bid and/or offer prices;
Reference to an external electricity market.
Summary

Currently energy imbalance resulting from the delivery of ancillary and other is refunded by the
Transmission Company for mandatory response (via CUSC) and for a limited number of commercial
contracts. The method employed can result, in certain circumstances, in the Transmission Company
making over payments which are funded through increased BSUoS charges and not offset by an
increase in residual cashflow reallocation cashflow.

No contracts currently refund information imbalance or non-delivery charges. However CUSC
Amendment Proposal CAP0O01 would introduce a refund of the non-delivery charge for mandatory
response and certain commercial contracts have reopeners should the information imbalance price
become non-zero.
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b Differences between the effects of P34 and P36
Paper by National Grid

The proposed algebra for P34 and P36 is very similar. Both P34 and P36 modify the bid offer acceptance
volume in accordance with the expected volume of energy delivered under an ancillary or other service
contract. The difference between the two is P34 adjusts the accepted bid offer volume after payments
have been made for bids and offers, whilst P36 makes the adjustment prior to payment. Hence the BSC
modified by either P34 or P36 would both take account of Applicable Balancing Services energy volumes
when calculating:

- Energy Imbalance Charges
- Information Imbalance Charges
- Non delivery charges

The difference between P34 and P36 is that, via the BSC, P34 makes no payment for the energy
delivered, whilst P36 makes payments at bid offer prices.

Neither P34 nor P36 have any effect on the setting of SSP and SBP.

The implication of the adoption of P34 would be that all (subject to the scope of the methodology
statement) Applicable Balancing Services energy would be paid at a price specified in the contract (or
CUSC), which may be the relevant BM Unit's bid or offer price or some other agreed level. P36 would
result in all (subject to the scope of the methodology statement) Applicable Balancing Services energy to

be paid at bid or offer price.
P36 has the following limitations over P34:

A provider who wishes to provide an ancillary or other service can only be paid for the energy at the
submitted bid-offer price. This price may not be the same as the price they wish to charge for deviations

in the Balancing Mechanism.

A mandatory service provider (subject to cost reflective principles) can effectively withdraw services by
submitting extreme bid offer prices. Under current arrangements this issue falls under CUSC
governance.

Not all service providers wish to participate in the BM (and hence do not submit bids and offers); this
would prevent the provider getting paid for the service.

Not all service providers are the lead party of the BMU they form a part of. The energy payment is made
to the lead party (not the service provider) and the service provider has no direct control over the bid
offer price (if any) submitted on the BMU.

Where more than one service provider forms part of a BM Unit, only a single offer price ladder may be
submitted. This does not allow the individual providers to correctly charge their price ladder.
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Service Volumes

The following table indicates the volumes of service held by providers who are the BM unit lead party
compared to those that are not.

Provider is BM Unit lead party | Provider in not BM unit lead
party
Response 70% 30%
Standing Reserve 70% 30%

Calculation of the Volume of Applicable Balancing Services

Both P34 and P36 require the expected volume of energy delivered to meet the obligations of the
ancillary or other service contract, aggregated up to the BM Unit level. P34 only requires this information
across the half-hour, however P36 requires this information on a continuous basis (to derive which bid
offer pair to allocate the energy to).

There have been three different methods discussed for determining this volume:

1. P34 proposed that the volume of Applicable Balancing Servicess was determined by the
Transmission Company in accordance with a methodology statement approved by the Authority®*;

2. P36 (and P34 variants) proposed that the volume was determined by the Transmission Company in
accordance with a methodology statement incorporated in the BSC (or a sub document to the BSC);
and

3. That the volume was determined by the Transmission Company in accordance with a methodology
statement subject to the Transmission Licence?.

As defined under the Transmission Licence, there are three types of Balancing Services:
1. offers and bids made in the balancing mechanism

2. ancillary services; and

3. other services.

The BSC deals with the settlement of balancing mechanism actions (bid offer acceptances), and includes
the calculation (by the SAA) of the acceptance volume from point acceptances as issued by the
Transmission Company.

The BSC does not deal with either ancillary or other services (and not all providers are BSC parties).

Proposals (i) and (iii) (The Transmission Company determines the volume using a methodology external
to the BSC) are consistent with the current industry structure. If the methodology were to be brought
into the scope of the BSC, it would be appropriate to consult more widely before making such a change,
these are dealt with under CUSC and bilateral contracts with National Grid and the Provider.

24 Analogous to the treatment of interconnectors under the BSC (R7.5.3 refers)
%5 Analogous to Balance Service Adjustment Data under clause 6 of condition 7B of National Grid’s Transmission Licence.
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c Applicable Balancing Services Volume Methodology Statement

See attached file ANNEX 2(c). This is the initial version of the methodology statement, as utilised for the
supporting text for Modifications P34 and P36, and is in accordance with that currently defined in the

CUSC.
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d Impact on BSUoS charges and RCRC from the delivery of Mandatory
Response under current arrangements and under P34 and P36

See attached file ANNEX 2(d).
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e Applicable Balancing Services Volume Methodology Statement

See attached file ANNEX 2(e). This is v0.2 of the statement, incorporating the amendments required to
support CAP009.
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ANNEX 3 — REPRESENTATIONS FROM PARTIES

a Responses from P34 Initial Written Assessment Consultation

The following is a copy of the questionnaire that was sent for consultation on the Initial Written
Assessment of Modification Proposal P34:

P34 Consultation Questions

Background

Modification Proposal P34 ‘Transfer of Imbalances caused by Balancing Services to the Transmission
Company Energy Account’ was raised on the 14t August by NGC. The Initial Written Assessment of the
Modification proposal was presented to the Panel at its meeting of the 23™ August 2001 (see
Attachment 1). The Panel agreed that this Modification Proposal should be submitted to the Assessment
Procedure with a completed assessment report to be presented to the Panel meeting on the 18%
October 2001 (interim paper to Panel on 20™ September 2001). The Panel also set the terms of
reference for the Modification Group which are attached to this consultation.

Modification Proposal P34

Modification Proposal P34 seeks to modify the calculation of Credited Energy Volume (QCE;;) such that
any imbalance caused by the delivery of certain Balancing (Ancillary) Services is transferred from the
provider's Energy Account to the Transmission Company’s Energy Account, thus removing it from
exposure to Imbalance Charges — Energy Imbalance, Information Imbalance and Non Delivery charges.
The Modification proposes that the definition of the Balancing Services and the associated methodology
for calculating the volumes attributable to the provision of Balancing Services, be defined by the
Transmission Company, approved by the Authority with governance outside of the Balancing and
Settlement Code. The Modification also proposes a retrospective implementation date of 23" August
2001.

Modification Group meeting 5th September 2001

As directed by the Panel, the Modification Group met to progress the Modification through the
Assessment Procedure (see attached notes of meeting and membership). The Group discussed the
Modification Proposal and noted that under P34, the definition of what services would be ‘eligible’ for
Balancing Services Volume Adjustment would be the subject of the methodology established outside the
BSC by the Transmission Company and agreed by the Authority. The Group also noted the retrospective
element to the Proposal and suggested an alternative option to P34 which achieved the same effect as
P34 but was not retrospective.

The Group noted that NGC believed that a some specific areas identified in the Terms of Reference were
beyond the remit of the Modification Group, as they represented issues that were beyond the
governance of the Balancing and Settlement Code. Nevertheless, Ofgem clarified that the Group could,
as part of the assessment of the Modification, touch on and note issues outside of the Balancing and
Settlement Code for the purposes of assessing the Modification (or any Alternative Modification), but
that where any Party has an issue with any aspect that does not fall under the provisions of the
Balancing and Settlement Code, then that Party should raise an issue direct with Ofgem. Therefore the
group noted that the Panel had specified that NGC be invited to comment on whether there were any
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means, outside the BSC, of addressing the problem it had identified. NGC agreed to produce a separate
brief to the Panel on this issue.

The Group discussed the underlying principle to P34 of whether it was appropriate to remove Balancing
Services Providers from the exposure of Imbalance charges for volumes associated with the provision of
the Balancing Services. The Group agreed this principle but then discussed whether this exposure should
be removed “at source” (under the BSC) or outside the BSC.

The Group then discussed whether P34 could better facilitate the achievement of the Applicable BSC
Objectives. The Group felt that until the “applicable balancing services” and the calculation of the
associated volume was defined, it could not assess whether P34 better meets the applicable BSC
objectives.

The Group noted that one way to address this concern would be include the definition of the “applicable
balancing services” (including consideration of mandatory/all balancing services) and the calculation of
the associated volume under the BSC. The Group then identified a number of alternative options, which
would be issued for consultation with the original proposal. However, the group did note that the
methodology was to be part of NGC’s licence condition as determined by Ofgem and as such would be
for consideration outside the Code.

Consultation

Parties are invited to comment on the Modification Proposal P34 as proposed. please see attached
Initial Written Assessment for Modification P34) Furthermore, Parties are requested to provide
comments on the underlying principle to P34 and the issues raised by the proposal and additional
alternative options.

Principle:

The Provider of Balancing Services should not be exposed to the consequence of imbalance
for the portion of energy attributable to the provision of that Balancing Service, subject to

the volume calculation and the delivery of the service.

Issues
In consideration of Modification P34, the Modification Group identified the following issues:

Issue 1: Should the removal of exposure o the consequence of imbalances as a result of the
volumes attributable to the provision of that Balancing Service fall under the governance of the
Balancing and Settlement Code.

Issue 2: If removal of exposure to the consequence of imbalances as a result of the volumes
attributable to the provision of that Balancing Service fall under the governance of the Balancing and
Settlement Code, should the definition of the “applicable balancing services” and the calculation of the
associated volume fall under the Balancing and Settlement Code?

Issue 3: Should the definition of “applicable” balancing services include only mandatory or all
Balancing Services (mandatory and commercial balancing services)?

Issue 4: Should the proposal be made retrospective or only prospective? In judging whether this
be applied retrospectively, Parties are invited to note the comments made by Ofgem in its determination
on Modification Proposal P19 (hyper link to document:
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http://www.elexon.co.uk/ta/modifications/modsprops/hP019/P19 Ofgem_Dec.pdf)

Options

The Modification Group meeting identified six options. These options follow on from the issues raised
and could be used to help develop an alternative modification (if deemed appropriate). It should be
noted that more assessment of each of these options is required in order to determine the
appropriateness of each:

Option 1 — P34, No Retrospection: This is Modification Proposal P34 with a prospective
implementation date, thus removing the retrospective element of the original Proposal.

Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOAS): This
Option proposes that the energy volumes associated with the provision of mandatory Balancing Services
be calculated according to an agreed methodology, with the governance for that methodology sitting
outside of the Code (i.e. as part of the NGC BSUOS arrangements). These volumes would then be
notified to the NETA Central Service Agent as Bid — Offer Acceptances, valued at the associated Bid —
Offer price.

Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer
Acceptances (BOAs): This Option proposes that the energy volumes associated with the provision of
defined mandatory and commercial Balancing Services be calculated, with the governance for the
definition of the Balancing services and associated methodology for such calculations sitting outside of
the Code. These volumes would then be notified to the NETA Central Service Agent as Bid — Offer
Acceptances, valued at the associated Bid — Offer price.

Option 4 - P34, No Retrospection, methodology under the Code: This is Modification Proposal
P34 with an implementation date in the future, thus removing the retrospection, and with the
methodology for the definition of the Applicable Balancing Services and associated methodology for
calculation of volumes under the governance of the Balancing and Settlement Code.

Option 5 - Mandatory Balancing Services Volumes as BOAs, methodology under the Code:
This Option proposes that the energy volumes associated with the provision of mandatory Balancing
Services be calculated, with the methodology for the definition of the Applicable mandatory Balancing
Services and associated methodology for calculation of volumes under the governance of the Balancing
and Settlement Code. These volumes would then be notified to the NETA Central Service Agent as Bid —
Offer Acceptances, valued at the associated Bid — Offer price.

Option 6 — Mandatory and Commercial Balancing Services Volumes as BOAs, methodology
under the Code: This Option proposes that the energy volumes associated with the provision of
defined mandatory and commercial Balancing Services be calculated, with the methodology for the
definition of the Applicable Balancing Services and associated methodology for calculation of volumes
under the governance of the Balancing and Settlement Code. These volumes would then be notified to
the NETA Central Service Agent as Bid — Offer Acceptances, valued at the associated Bid — Offer price.

Respondents should note that options 3-6 have regulatory implications.

Attachments:

1. Initial Written Assessment (including P34).

2. Notes of the P34 Modification Group meeting held on 5" September 2001.

3. Modification Group’s Terms of Reference, set by Panel at meeting on 23™ August 2001.
4. Modification Group P34 membership.
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Consultation Questions:

With respect to the Modification Proposal P34 and each of the Options, please respond to the
following questions by completing the table:

Question YES NO

Q1 Do you Agree with the Principle that “The Provider of
Balancing Services should not be exposed to the
consequence of imbalance for the portion of energy
attributable to the provision of that Balancing Service,
subject to the volume calculation and the delivery of the
service.”

Additional Comment:

Q2 In consideration of Modification P34, the Modification Group YES NO
identified the following issues. Do you agree with each of issues
below?

Issue 1 | Should the definition of “applicable” balancing services
include only mandatory or all Balancing Services (mandatory
and commercial balancing services)

Additional Comment:

Issue 2 | Should the removal of exposure to the consequence of
imbalances as a result of the volumes attributable to the
provision of that Balancing Service fall under the governance
of the Balancing and Settlement Code?

Additional Comment:

Issue 3 | If removal of exposure to the consequence of imbalances as
a result of the volumes attributable to the provision of that
Balancing Service fall under the governance of the Balancing
and Settlement Code, should the definition of the “applicable
balancing services” and calculation of the associated volume
fall under the Balancing and Settlement Code.

Additional Comment:

Issue 4 | Should the proposal be made retrospective (as per the
proposal 23 August 2001) or only prospective?
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Additional Comment:

Consultation Questions (continued):

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your

support (or otherwise) for each Option.

Please also state your view on whether the Modification and / or Options better facilitates the BSC
Objectives, as defined in the Transmission Licence Condition 7A 3 (a), (b), (c), (d), as follows?

(a) The efficient discharge by the Transmission Company of the obligations imposed under the

Transmission Licence;

(b) The efficient, economic and co-ordinated operation by the Transmission Company of the

Transmission System;

(© Promoting effective competition in the generation and supply of electricity, and (so far as is
consistent therewith) promoting such competition in the sale and purchase of electricity;

(d) Promoting efficiency in the implementation and administration of the balancing and settlement

arrangements.

Modification /7 Option

View

For/Against

Modification Proposal P34

Option 1 — P34, No Retrospection

Rational/ BSC Objective :

Option 2 — Mandatory Balancing Services Volumes as Bid — Offer
Acceptances (BOASs)

Rational/ BSC Objective:

Option 3 — Mandatory and Commercial Balancing Services Volumes
as Bid — Offer Acceptances (BOAs)

Rationale/ BSC Objective:

Option 4 - P34, No Retrospection, methodology under the Code

Rationale/ BSC Objective:
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Option 5 —

Mandatory Balancing Services Volumes as BOAs,
methodology under the Code?®

Rationale/ BSC Objective:

Option 6 — Mandatory and Commercial Balancing Services Volumes

as BOAs, methodology under the Code

Rational/ BSC Objective:

Additional Comments on Options:

Q4. With respect to the Modification Proposal and each of the Options, please provide an

indication of a preferred “effective from” date:

Modification Proposal P34 (note that P34 proposes a retrospective effective from
date):

Other Options Proposed “Effective from” Date:

Additional comment:

Any Additional Comments on the attached Initial Written Assessment:

Additional comment:

Representations were received from the following parties:

No Company File Number
1. TXU P34 _ASS 001
2. EME P34 _ASS_002
3. SEEBOARD P34_ASS_003

%6 |t should be noted that subsequent to the Modifications Group meeting a separate Modification Proposal has been submitted by
Innogy (P36) based on Option 5. This will be presented separately to the Panel meeting on 20" September 2001.
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4. Scottish Power UK Plc P34_ASS_004
5. Scottish and Southern Energy | P34_ASS_ 005
6. British Energy P34 _ASS 006
7. Centrica P34 _ASS 007
8. NGC P34_ASS_008
9. Innogy P34_ASS_009
10. Enron Europe P34 _ASS 010
11. NRG Energy P34_ASS 011
12. | London Electricity P34 _ASS 012
13. Powergen P34_ASS 013
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P34_ASS_001 — TXU

Consultation Questions:

With respect to the Modification Proposal P34 and each of the Options, please respond to the following questions by completing the table:

Question YES NO

Q1 Do you Agree with the Principle that “The Provider of Balancing Services should not be exposed to the v
consequence of imbalance for the portion of energy attributable to the provision of that Balancing Service,
subject to the volume calculation and the delivery of the service.”

Additional Comment:

Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of issues | YES NO
below?

Issue 1 | Should the definition of “applicable” balancing services include only mandatory or all Balancing Services (mandatory and
commercial balancing services)

Additional Comment: Applicable balancing services should mean ALL balancing services

Issue 2 | Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision | ¢
of that Balancing Service fall under the governance of the Balancing and Settlement Code?

Additional Comment:

Issue 3 | If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that v
Balancing Service fall under the governance of the Balancing and Settlement Code, should the definition of the “applicable
balancing services” and calculation of the associated volume fall under the Balancing and Settlement Code.

Additional Comment:

Issue 4 | Should the proposal be made retrospective (as per the proposal 23" August 2001) or only prospective?
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Additional Comment: The proposal should be prospective only

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for each Option.

Please also state your view on whether the Modification and / or Options better facilitates the BSC Objectives, as defined in the Transmission Licence
Condition 7A 3 (a), (b), (c), (d), as follows?

The efficient discharge by the Transmission Company of the obligations imposed under the Transmission Licence;

The efficient, economic and co-ordinated operation by the Transmission Company of the Transmission System;

Promoting effective competition in the generation and supply of electricity, and (so far as is consistent therewith) promoting such competition in the sale and
purchase of electricity;

Promoting efficiency in the implementation and administration of the balancing and settlement arrangements.

Modification / Option View

For/Against

Modification Proposal P34

Option 1 — P34, No Retrospection Against

Rational/ BSC Objective :

Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOASs) Against

Rational/ BSC Objective:
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Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer Acceptances (BOAS) Against
Rationale/ BSC Objective:

Option 4 - P34, No Retrospection, methodology under the Code Against
Rationale/ BSC Objective:

Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code?”’ Against
Rationale/ BSC Objective:

Option 6 — Mandatory and Commercial Balancing Services Volumes as BOAs, methodology under the Code FOR
Rational/ BSC Objective: We believe that option 6 will better facilitate objectives (a) and (b), and that it is more

efficient that provisions are kept within the BSC where participants can propose changes.

Additional Comments on Options:

Q4. With respect to the Modification Proposal and each of the Options, please provide an indication of a preferred “effective from” date:

27 It should be noted that subsequent to the Modifications Group meeting a separate Modification Proposal has been submitted by Innogy (P36) based on Option 5. This will be presented separately

to the Panel meeting on 20™ September 2001.

© ELEXON Limited 2002
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Modification Proposal P34 (note that P34 proposes a retrospective effective from date):

Other Options Proposed “Effective from” Date: Date of Approval + 1

Additional comment:

Any Additional Comments on the attached Initial Written Assessment:

Additional comment:

© ELEXON Limited 2002
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P34_ASS_002 — EME

Consultation Questions:

With respect to the Modification Proposal P34 and each of the Options, please respond to the following questions by completing the table:

Question YES NO

Q1 Do you Agree with the Principle that “The Provider of Balancing Services should not be exposed to the YES
consequence of imbalance for the portion of energy attributable to the provision of that Balancing Service,
subject to the volume calculation and the delivery of the service.”

Additional Comment:

Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of issues | YES NO
below?

Issue 1 | Should the definition of “applicable” balancing services include only mandatory or all Balancing Services (mandatory and Only

commercial balancing services) Mandatory

Additional Comment:

The nature of mandatory services (same product) suite a prescriptive approach to contract form and they should be included. The need for
P34/36 to encompass other commercial services raises issues of governance and market transparency as well as the link to NGC’s incentive
scheme. Edison believes that this area would need to be explored further to understand the various interactions.

Issue 2 | Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision | Only
of that Balancing Service fall under the governance of the Balancing and Settlement Code?

Mandatory
Additional Comment:
For mandatory services it should fall under either CUSC or BSC for other services governance would best fit outside of the code.
Issue 3 | If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that Only

Balancing Service fall under the governance of the Balancing and Settlement Code, should the definition of the “applicable Mandatory
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balancing services” and calculation of the associated volume fall under the Balancing and Settlement Code.

Additional Comment:

For mandatory services it should fall under either CUSC or BSC for other services governance would best fit outside of the code.

Issue 4 | Should the proposal be made retrospective (as per the proposal 23" August 2001) or only prospective? No

Additional Comment:

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for each Option.

Please also state your view on whether the Modification and / or Options better facilitates the BSC Objectives, as defined in the Transmission Licence
Condition 7A 3 (a), (b), (c), (d), as follows?

The efficient discharge by the Transmission Company of the obligations imposed under the Transmission Licence;

The efficient, economic and co-ordinated operation by the Transmission Company of the Transmission System;

Promoting effective competition in the generation and supply of electricity, and (so far as is consistent therewith) promoting such competition in the sale
and purchase of electricity;

Promoting efficiency in the implementation and administration of the balancing and settlement arrangements.

Modification / Option View

For/Against

Modification Proposal P34

Option 1 — P34, No Retrospection Against

Rational/ BSC Objective :

It is not possible to determine if it meets any of the objectives

Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOASs) For
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Rational/ BSC Objective:

We believe that this meets objective b ¢ and d

Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer Acceptances (BOAS) Against

Rationale/ BSC Objective:

We believe that including Commercial services in P34/36 and including the governance in the code may lead to
problems in the development of new products and markets and with NGC’s incentive scheme. Arrangements for
commercial services are best left outside of the remit of P34/36. Further debate would be useful in this area.

Option 4 - P34, No Retrospection, methodology under the Code Against

Rationale/ BSC Objective: Against

We do not believe that the market should in general be exposed to retrospective actions.

Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code?® For

Rationale/ BSC Objective:

The governance for this should fall either under the code or CUSC which ever is appropriate.

Option 6 — Mandatory and Commercial Balancing Services Volumes as BOAs, methodology under the Code Against

Rational/ BSC Objective:

This is best left for negotiation on a commercial basis between NGC and the counter party.

Additional Comments on Options:

Q4. With respect to the Modification Proposal and each of the Options, please provide an indication of a preferred “effective from” date:

28 1t should be noted that subsequent to the Modifications Group meeting a separate Modification Proposal has been submitted by Innogy (P36) based on Option 5. This will be presented
separately to the Panel meeting on 20" September 2001.
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Modification Proposal P34 (note that P34 proposes a retrospective effective from date):

Other Options Proposed “Effective from” Date:

When systems have been implemented to correctly calculate all relevent variables and market information.

Additional comment:

Any Additional Comments on the attached Initial Written Assessment:

Additional comment:

We believe that the Bid Offer route would lead to a better solution to the provision the energy related to mandatory
services as it meets three of the four BSC objectives. We have reservations if the Bid/Offer mechanism or P34 as
drafted were to be used for a wider range of commercial services. Without an understanding of methodology that
would be used to calculate volumes it can not be determined if any of the BSC objectives will be met.
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P34_ASS_003 — SEEBOARD

P34 Assessment Consultation - SEEBOARD's Response

We have found it difficult to understand the ramifications of the various options or which best facilitates the BSC objectives. Therefore, at this stage, we
do not think it would be helpful to the process to complete the questionnaire.

However, as a high level response we do support the principle of P34 and agree that it should be submitted to the assessment procedure. We would
require more detail for each of the options to fully assess this proposal. We do not agree that there is an argument for applying the modification
retrospectively.

Also, what has not been identified in the proposal is the benefit that it is likely to bring to the System Operator (NGC) in managing their incentive scheme.
If this changes there may be an impact on parties.

Sue Fraser
for DAVE MORTON
0190 328 3465
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P34_ASS_ 004 — Scottish Power UK Plc

Al.1
Modification Proposals P34 — Transfer of Imbalance Caused by Balancing Services to the Transmission Company Energy Account -

Assessment Consultation

After consideration of the above proposal, | attached our responses to the questionnaire. Please also find below our comments in relation to the

questionnaire: -

1. We support in the general principle of the proposal.

2. We also believe that provider of balancing services should not lose out or make huge profits.

3. NGC should be incentivised to take the cheapest viable service.

4. Further assessments are needed on some of the issues raised.

I trust you find these comments helpful, and please do not hesitate to contact me should you wish to discuss any points further.

Yours sincerely,
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Man Kwong Liu
Scottish Power UK Plc, Manweb Plc and Emerald Power Generation Ltd

Consultation Questions:

With respect to the Modification Proposal P34 and each of the Options, please respond to the following questions by completing the table:

Question YES NO

Q1 Do you Agree with the Principle that “The Provider of Balancing Services should not be exposed to the
consequence of imbalance for the portion of energy attributable to the provision of that Balancing Service,

. . . . X
subject to the volume calculation and the delivery of the service.”
Additional Comment:
A solution should be where providers of Balancing Services should not lose money nor make huge profits.
Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of issues | YES NO
below?
Issue 1 | Should the definition of “applicable” balancing services include only mandatory or all Balancing Services (mandatory and X
commercial balancing services)

Additional Comment:

Mandatory only.

Issue 2 | Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision | X
of that Balancing Service fall under the governance of the Balancing and Settlement Code?

Additional Comment:

Issue 3 | If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that X
Balancing Service fall under the governance of the Balancing and Settlement Code, should the definition of the “applicable
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balancing services” and calculation of the associated volume fall under the Balancing and Settlement Code.

Additional Comment:

Isn’t this the only for the change to be effective?

Issue 4 | Should the proposal be made retrospective (as per the proposal 23" August 2001) or only prospective?

Additional Comment:

In theory, changes should be done as if it were in place at the start. However, we appreciate Ofgem’s view on retrospective and
would therefore require further assessment on case by case basis before deciding on our preference.

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for each Option.

Please also state your view on whether the Modification and / or Options better facilitates the BSC Obijectives, as defined in the Transmission Licence
Condition 7A 3 (a), (b), (c), (d), as follows?

The efficient discharge by the Transmission Company of the obligations imposed under the Transmission Licence;
The efficient, economic and co-ordinated operation by the Transmission Company of the Transmission System;

Promoting effective competition in the generation and supply of electricity, and (so far as is consistent therewith) promoting such competition in the sale
and purchase of electricity;

Promoting efficiency in the implementation and administration of the balancing and settlement arrangements.

Modification / Option View

For/Against

Modification Proposal P34

Option 1 — P34, No Retrospection

Rational/ BSC Objective :
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Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOASs)

Rational/ BSC Objective:

Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer Acceptances (BOAS)

Rationale/ BSC Objective:

Option 4 - P34, No Retrospection, methodology under the Code

Rationale/ BSC Objective:

Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code?® FOR

Rationale/ BSC Objective:

Option 6 — Mandatory and Commercial Balancing Services Volumes as BOAs, methodology under the Code

Rational/ BSC Objective:

Additional Comments on Options:

Q4. With respect to the Modification Proposal and each of the Options, please provide an indication of a preferred “effective from” date:

29 1t should be noted that subsequent to the Modifications Group meeting a separate Modification Proposal has been submitted by Innogy (P36) based on Option 5. This will be presented
separately to the Panel meeting on 20" September 2001.
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Modification Proposal P34 (note that P34 proposes a retrospective effective from date):

Other Options Proposed “Effective from” Date:

Additional comment: Any changes should be effective as soon as possible.

Any Additional Comments on the attached Initial Written Assessment:

Additional comment:
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P34 _ASS 005 — Scottish and Southern Energy

P34 Assessment Consultation

Transfer of Imbalances Caused by Balancing Services to the Transmission Company Energy Account

Response on behalf of Scottish and Southern Energy, Southern Electric, Keadby Generation Limited and SSE Energy Supply Limited.

Thank you for providing the opportunity to comment on this modification proposal. Scottish and Southern Energy agree with the principle that Parties
should either not be liable for or should be adequately compensated for all energy imbalance, information imbalance and nondelivery charges imposed as
a direct result of providing Balancing (Ancillary) Services.

In relation to the detailed proposals and options presented in recent papers we have the following comments:

- Our preference would be for the introduction of a “Deemed Balancing Services Volume Adjustment” factor QBS which would be used to modify the
terms QCE and QME for settlement purposes. If however this proved to be costly or time consuming to implement we are happy that a Bid / Offer
alternative approach be explored but would be keen to ensure that any Bid / Offer adjustments relating to balancing services didn’t corrupt the
reporting of other Bids and Offers or the calculation of cash-out prices.

- We believe for clarity and consistency the term QBS should be defined in the Balancing and Settlement Code in relation to mandatory services
along with the calculation methodology. For clarity reference should be made to the Grid Code mandatory requirements.

- We do not however believe it is practical for the definition or methodology for the calculating of QBS in relation to commercial services to sit within
the Balancing and Settlement Code. We believe it is more appropriate that this is dealt with under individual contracts.

- In relation to disputes procedures, we assume mandatory services would be dealt with under the Balancing and Settlement Code. In respect of
commercial services this would need to be covered under contracts or ancillary but there would need to be some linkage with the BSC in relation
to disputes over imbalance charges. Further consideration and clarification should be given to this issue as part of the Assessment Phase.

- We are concerned that this issue now seems to be split between this modification proposal, P36 and the work of an informal CUSC group. We
believe this causes confusion and duplication of effort and ask that all work be brought together.

- We have concerns regarding the interaction between the Transmission Licence, CUSC and BSC, particularly in relation to queries and disputes.
This issue also requires further consideration as part of the Assessment Phase.
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- Regarding the issue of retrospection. It would be useful if Ofgem members of the Working Group could provide guidance. To avoid any difficulty
we would be happy with an effective date of the date approved by the Authority.

Due to the lack of clarity on a number of issues at this stage, it is difficult to compare or give a preference for options other than as given above. We
believe further clarification is required under the the Assessment Report.

We hope these comments are useful.

Regards

Beverley Grubb

Market Development
Scottish and Southern Energy
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P34_ASS 006 — British Energy
P34 Assessment Consultation - BSC Energy Volumes associated with Balancing Services
In the time allowed, | am unable to provide properly considered and reasoned comments on the initial assessment for this proposal.

Hopefully, the BSC Panel will acknowledge the wide ranging and important issues relating to this proposal, and related proposal P36, and provide further
opportunity for comment before making recommendations to the Authority.

British Energy does not favour retrospective application of changes to the trading arrangements, including the changes implicit in this proposal.

Martin Mate
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P34 _ASS 007 — Centrica

Consultation on P34

Thank you for the opportunity of responding to the consultation on Modification Proposal 34. British Gas Trading (BGT) supports the principle behind the
modification but do not wish to comment on the detail of the proposal at this stage in light of modification proposal P36 raised by Innogy.

As P36 is so closely related to P34 we believe it should be considered in parallel. If the Panel decide to take this approach at the Panel meeting being held
on Thursday a further consultation should be undertaken to allow

Parties to consider both modifications. We are uncomfortable with responding to a consultation that would effectively prejudge our response to
Modification P36.

I hope this clarifies our position, if however, you require further details on either Modification Proposal, please let me know.

Regards

Danielle Lane
Transportation Analyst
Centrica
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P34_ASS_008 — NGC

The Transmission Company response to the Initial Written Assessment consultation is provided in ANNEX 5 (a) of this Assessment Report.



ASSESSMENT REPORT
Page 153 of 264

P34_ASS 009 — Innogy

Consultation Questions:

With respect to the Modification Proposal P34 and each of the Options, please respond to the following questions by completing the table:

Question YES NO

Q1 Do you Agree with the Principle that “The Provider of Balancing Services should not be exposed to the Yes
consequence of imbalance for the portion of energy attributable to the provision of that Balancing Service,
subject to the volume calculation and the delivery of the service.”

Additional Comment: Whilst we believe this to be an appropriate principle, the term "Balancing Services" should be explicitly defined rather than giving the
System Operator discretion in their choice.

Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of issues | YES NO
below?

Issue 1 | Should the definition of “applicable” balancing services include only mandatory or all Balancing Services (mandatory and
commercial balancing services)

Additional Comment: As a minimum P34 should cover the mandatory Frequency Response services. It would also obviously extend to other
Frequency Response provided by generation outside the Grid Code requirements. It may be extended to other Frequency Response sources such
as demand side response - bu the scope should be explicit in the BSC.

Issue 2 | Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision | Yes
of that Balancing Service fall under the governance of the Balancing and Settlement Code?

Additional Comment: The removal of the imbalance exposure for those services designated within the BSC should fall under the BSC. However, this should
not preclude other arrangements that might lie outside the BSC and where the imbalance risk could be assumed by either the SO or the provider.

Issue 3 | If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that Yes
Balancing Service fall under the governance of the Balancing and Settlement Code, should the definition of the “applicable
balancing services” and calculation of the associated volume fall under the Balancing and Settlement Code.
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Additional Comment: Both the definition of the services and the methodology for the calculation of the associated imbalance volumes should be codified
within the BSC.

Issue 4 | Should the proposal be made retrospective (as per the proposal 23" August 2001) or only prospective?

Additional Comment: Generally we are uneasy about retrospection where it involves a change of rule that may have led to different behaviour by
market participants had it been known that the new rule would have applied at the time.

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for each Option.

Please also state your view on whether the Modification and / or Options better facilitates the BSC Objectives, as defined in the Transmission Licence
Condition 7A 3 (a), (b), (c), (d), as follows?

The efficient discharge by the Transmission Company of the obligations imposed under the Transmission Licence;
The efficient, economic and co-ordinated operation by the Transmission Company of the Transmission System;

Promoting effective competition in the generation and supply of electricity, and (so far as is consistent therewith) promoting such competition in the sale
and purchase of electricity;

Promoting efficiency in the implementation and administration of the balancing and settlement arrangements.

Modification / Option View

For/Against

Modification Proposal P34

Option 1 — P34, No Retrospection Against

Rational/ BSC Objective : P34 makes no mention of how delivered energy should be paid for. While it removes some imbalance risk, no price is
attached to the energy. Without this, Balancing Services contracts will need to duplicate the volume calculation and pay for the delivered energy.
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Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOASs)

Rational/ BSC Objective:

Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer Acceptances (BOAS)

Rationale/ BSC Objective:

Option 4 - P34, No Retrospection, methodology under the Code Against
Rationale/ BSC Objective:

Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code3° For
Rationale/ BSC Objective:

Option 6 — Mandatory and Commercial Balancing Services Volumes as BOAs, methodology under the Code For

Rational/ BSC Objective: BSC Objectives B, C and D are promoted by this option by treating all balancing energy in the same way.

This will promote competition and allow the Transmission Company to make efficient, economic decisions in a transparent way that is
readily administered within the BSC.

Additional Comments on Options: We believe that Option 6 is the preferred option although Options 2, 3 and 5 also have some
merit in that they go some way toward meeting the BSC objectives.

%0 1t should be noted that subsequent to the Modifications Group meeting a separate Modification Proposal has been submitted by Innogy (P36) based on Option 5. This will be presented

separately to the Panel meeting on 20" September 2001.
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Q4. With respect to the Modification Proposal and each of the Options, please provide an indication of a preferred “effective from” date:

Modification Proposal P34 (note that P34 proposes a retrospective effective from date):

Other Options Proposed “Effective from” Date: Date of approval by the Authority

Additional comment:

Any Additional Comments on the attached Initial Written Assessment:

Additional comment:
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P34_ASS 010 — Enron Europe

Modification Proposal P34: Transfer of Imbalances Caused by Balancing Services to the Transmission Company Energy Account

Response by Enron Europe

18 September 2001

Enron Europe welcomes the opportunity to respond to the consultation on proposed modification P34. Enron supports this modification in principle.
However, we have concerns about the specific details of the proposal.

The methodology for determining Deemed Balancing Services Volumes should be subject to the same governance as the BSC. By subjecting the volume
calculation to BSC governance Parties are reassured that the volume calculation, and any future changes to the calculation, will better achieve the
Applicable BSC Objectives. Transparency and regulatory certainty are important in reducing the underlying risk of NETA and promoting the efficient
implementation and administration of the BSC (Applicable BSC Objective (d)).

Unless the volume calculation is fully specified in the BSC, it is impossible to determine unequivocally that modification P34 would better meet the
Applicable BSC Objectives. If the calculation is specified outside the BSC, one can merely say that P34 would better meet the Applicable BSC Obijectives, if
NGC and Ofgem agree an appropriate volume calculation outside the BSC.

We strongly oppose the modification Options that propose Deemed Balancing Services Volumes be treated as BOAs under the BSC (ie, Options 2, 3, 5 and
6). Ofgem has consistently said that system balancing actions should be excluded from imbalance price calculations. If treated as BOAs, tagging
(including P18’s CID) will not remove all Deemed Balancing Services Volumes from imbalance price calculations. The most effective method for ensuring
Deemed Balancing Services Volumes are excluded from imbalance price calculations is not to treat them as BOAs. This would better meet the Applicable
BSC Objective of efficient implementation and administration of the balancing and settlement arrangements.

The remainder of this response answers the specific consultation questions.
Q1 Do you agree with the principle that “The provider of Balancing Services should not be exposed to the consequence of imbalance for the portion of

energy attributable to the provision of that Balancing Service, subject to the volume calculation and the delivery of the service.”

Yes. The provider of balancing services should not be exposed to the consequence of imbalance to the extent that the balancing service is provided in
accordance with SO instructions. In order to give financial incentives to perform, it is important to expose the provider to volume risk when it does not
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follow instructions. This reinforces Grid Code obligations, and better meets the Applicable BSC Objective of efficient, economic and co-ordinated operation
of the Transmission System.

Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of the issues below?

Issue 1. Should the definition of applicable balancing services include only the mandatory or all balancing services (mandatory and commercial)

The definition of applicable balancing services should include both mandatory and commercial balancing services. There is little difference between the
two types of service, except for price, and the principles of P34 apply equally to both. In addition, it is impossible to replicate P34 contractually because it
is impossible to replicate the impact of P34 on RCRC and BSUOS charges. Including both mandatory and commercial balancing services better achieves
the Applicable BSC Objective of efficient implementation and administration the balancing and settlement arrangements.

Issue 2. Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that Balancing
Service fall under the governance of the BSC?

Yes. To ensure the methodology for removing exposure to the consequence of imbalances better meets the Applicable BSC Objectives, it must be
specified in the BSC.

Issue 3. If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that Balancing Service fall
under the governance of the BSC, should the definition of the applicable balancing services and calculation of the associated volume fall under the BSC?

Yes. The methodology for determining Deemed Balancing Services Volumes should be subject to the same governance as the BSC. By subjecting the
volume calculation to BSC governance Parties are reassured that the volume calculation, and any future changes to the calculation, will better achieve the
Applicable BSC Objectives. Transparency and regulatory certainty are important in reducing the underlying risk of NETA and promoting the efficient
implementation and administration of the BSC (Applicable BSC Objective (d)).

Unless the volume calculation is fully specified in the BSC, it is impossible to determine unequivocally that modification P34 would better meet the
Applicable BSC Objectives. If the calculation is specified outside the BSC, one can merely say that P34 would better meet the Applicable Objectives, if NGC
and Ofgem agree an appropriate volume calculation outside the BSC.

Issue 4. Should the proposal be made retrospective (as per the proposal 23 August 2001) or only prospective?
No. If P34 was in place at Go-Live, it would have incentivised Parties to act differently. Parties would have been more willing to provide balancing

services, and this would have had flow on effects on BSUOS charges, and RCRC. P34 would not only have impacted those Parties who had provided
balancing services to NGC, it would also have impacted third parties — ie, anyone who had received RCRC and /or paid BSUOS charges. Therefore, in the
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case of P34, retrospective implementation would render the BSC inherently uncertain and therefore would not promote efficiency in the implementation
and administration of the balancing and settlement arrangements.

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for each Option.

Modification Proposal P34

Against. As discussed, governance should be inside the BSC (see Q2 Issue 3) and P34 should not be retrospective because retrospection does not better
meet the Applicable BSC Objectives (see Q2 Issue 4).

Option 1 — P34, No Retrospection

Against. As discussed, governance should be inside the BSC (see Q2 Issue 3).

Option 2 — Mandatory Balancing Services Volumes as BOAs

Against. (i) Governance should be inside the BSC (see Q2 Issue 3); (ii) the arrangements should apply to both mandatory and commercial services (see
Q2 Issue 1); and (iii) Ofgem has consistently said that system balancing actions should be excluded from imbalance price calculations. If treated as BOAs,
tagging (including P18’s CID) will not remove all Deemed Balancing Services Volumes from imbalance price calculations. The most effective method for
ensuring Deemed Balancing Services Volumes are excluded from imbalance price calculations is not to treat them as BOAs, thereby better meeting the
Applicable BSC Objective of efficient implementation and administration of the balancing and settlement arrangements.

Option 3 — Mandatory and Commercial Balancing Services Volumes as BOAs

Against. (i) Governance should be inside the BSC (see Q2 Issue 3); and (ii) Deemed Balancing Services Volumes should not be treated as BOAs (see Q3
Option 2).

Option 4 — P34, No Retrospection, methodology under the Code

Support. (i) Governance should be inside the BSC (see Q2 Issue 3); (ii) the arrangements should apply to both mandatory and commercial services (see
Q2 Issue 1); (iii) Deemed Balancing Services Volumes should not be treated as BOAs (see Q3 Option 2); and (iv) P34 should not be retrospective because
retrospection does not better meet the Applicable BSC Objectives (see Q2 Issue 4).

Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code

Oppose. (i) The arrangements should apply to both mandatory and commercial services (see Q2 Issue 1); and (ii) deemed Balancing Services Volumes
should not be treated as BOAs (see Q3 Option 2).
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Option 6 - Mandatory and Commercial Balancing Services Volumes as BOAs, methodology under the Code

Oppose. Deemed Balancing Services Volumes should not be treated as BOAs (see Q3 Option 2).

Q4. With respect to the Modification Proposal and each of the Options, please provide an indication of a preferred effective from date:

The effective date of P34 should not be retrospective. The effective date should be the date when Ofgem approves the proposed modification. This will
expedite the benefits of reducing the financial risks of providing balancing services.
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P34_ASS_011 — NRG Energy

Consultation Questions:

With respect to the Modification Proposal P34 and each of the Options, please respond to the following questions by completing the table:

Question YES NO
Q1 Do you Agree with the Principle that “The Provider of Balancing Services should not be exposed to the | Yes
consequence of imbalance for the portion of energy attributable to the provision of that Balancing Service,
subject to the volume calculation and the delivery of the service.”
Additional Comment:
Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of issues YES NO
below?
Issue 1 | Should the definition of “applicable” balancing services include only mandatory or all Balancing Services (mandatory and | Mandatory and
commercial balancing services) Commercial
Additional Comment:
Once this principle has been established we see no problem with this applying to all services provided.
Issue 2 | Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision | Yes
of that Balancing Service fall under the governance of the Balancing and Settlement Code?
Additional Comment:
Issue 3 | If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that| Yes

Balancing Service fall under the governance of the Balancing and Settlement Code, should the definition of the “applicable
balancing services” and calculation of the associated volume fall under the Balancing and Settlement Code.
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Additional Comment:

Issue 4 | Should the proposal be made retrospective (as per the proposal 23" August 2001) or only prospective? Yes

Additional Comment:

Otherwise this is unfair to those who have historically provided these services in the past

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for each Option.

Please also state your view on whether the Modification and / or Options better facilitates the BSC Objectives, as defined in the Transmission Licence
Condition 7A 3 (a), (b), (c), (d), as follows?

The efficient discharge by the Transmission Company of the obligations imposed under the Transmission Licence;
The efficient, economic and co-ordinated operation by the Transmission Company of the Transmission System;

Promoting effective competition in the generation and supply of electricity, and (so far as is consistent therewith) promoting such competition in the sale
and purchase of electricity;

Promoting efficiency in the implementation and administration of the balancing and settlement arrangements.

Modification /7 Option View

For/Against

Modification Proposal P34

Option 1 — P34, No Retrospection Against

Rational/ BSC Objective :

This provides no incentive on the Transmission company to be efficient and economic

Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOASs) For
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Rational/ BSC Objective:

Acceptance of most economic bids and offers furthers condition 7A 3(b)

Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer Acceptances (BOAS) For
Rationale/ BSC Objective:

As above, but even more so.

Option 4 - P34, No Retrospection, methodology under the Code Against
Rationale/ BSC Objective:

As for option 1 for the code. Unfair to providers of this service in the past

Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code®? For
Rationale/ BSC Objective:

Option 6 — Mandatory and Commercial Balancing Services Volumes as BOAs, methodology under the Code For

Rational/ BSC Objective:

Additional Comments on Options:

We agree with the idea of bids and offers for ancillary services, but have no strong feeling as to whether the relevant calculation is
carried out under the code or not, as long as it occurs and is to an agreed formula.

Q4. With respect to the Modification Proposal and each of the Options, please provide an indication of a preferred “effective from” date:

31 1t should be noted that subsequent to the Modifications Group meeting a separate Modification Proposal has been submitted by Innogy (P36) based on Option 5. This will be presented

separately to the Panel meeting on 20" September 2001.
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Modification Proposal P34 (note that P34 proposes a retrospective effective from date):

Other Options Proposed “Effective from” Date:

Additional comment:

Any Additional Comments on the attached Initial Written Assessment:

Additional comment:




ASSESSMENT REPORT
Page 165 of 264

P34 _ASS 012 — London Electricity

Thank you for the opportunity to comment on Modification Proposal P34. | would like to apologise for not meeting the lunchtime deadline. | have
attached our response in the form of the matrix that you provided, below

Yours sincerely
Liz Anderson
(London Electricity, Lenco, South Western Electricity, Jade Power and Sutton Bridge Power)

Question YES NO

Q1 Do you Agree with the Principle that “The Provider of Balancing Services should not be exposed to the | YES
consequence of imbalance for the portion of energy attributable to the provision of that Balancing Service,
subject to the volume calculation and the delivery of the service.”

Yes, but there are several reservations on the methodology used — see bullet points under Mod 34 section of email.

Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of issues
below?
Issue 1 | Should the definition of “applicable” balancing services include only mandatory or all Balancing Services (mandatory and NO

commercial balancing services)

Only mandatory.

Issue 2 | Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision | YES
of that Balancing Service fall under the governance of the Balancing and Settlement Code?

Falling under the direct governance of NGC would mean that their interests could influence decisions too much.

Issue 3 | If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that | YES
Balancing Service fall under the governance of the Balancing and Settlement Code, should the definition of the “applicable
balancing services” and calculation of the associated volume fall under the Balancing and Settlement Code.

Falling under the direct governance of NGC would mean that their interests could influence decisions too much.
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Issue 4 | Should the proposal be made retrospective (as per the proposal 23" August 2001) - or only prospective?

YES

We would support retrospection as per the proposal, with some caution; there is no effect on cashout prices themselves.

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for each Option.

Modification /7 Option

View

For/Against

Modification Proposal P34

Option 1 — P34, but with No Retrospection AGAINST
Rationale :
(see issue 4 above — would support P34 with retrospection, as proposed)
Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOASs) FOR DEBATE
Not supported — no need to amend the proposal
Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer Acceptances (BOAS) AGAINST
Not supported — no need to amend the proposal
Option 4 - P34, No Retrospection, methodology under the Code AGAINST
Rationale :
(see issue 4 above)

FOR DEBATE
Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code®?
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Rationale

This essentially describes mod P36. It could encourage or facilitate “gaming” of frequency response earnings, and it
would be difficult for NGC to economically despatch frequency response due to the complexities that would be
entailed. We are provisionally not in favour of this — it would be likely to increase balancing costs to all participants.
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P34 _ASS 013 — Powergen

Consultation Questions:

With respect to the Modification Proposal P34 and each of the Options, please respond to the following questions by completing the table:

Question

YES

NO

Q1 Do you Agree with the Principle that “The Provider of Balancing Services should not be exposed to the

consequence of imbalance for the portion of energy attributable to the provision of that Balancing Service,
subject to the volume calculation and the delivery of the service.”

Yes

Additional Comment: These services are providing energy which is contributing to system balancing and therefore should not be treated as imbalance energy.

Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of issues YES NO
below?
Issue 1 | Should the definition of “applicable” balancing services include only mandatory or all Balancing Services (mandatory and No

commercial balancing services)

Additional Comment: The definition of “applicable” balancing services should include mandatory services only as suppliers of these services are
participants in the BM. In the case of commercial balancing services all suppliers may not be participants in the BM and the treatment of the

imbalance

may need to be different to that of BM participants.

Issue 2

Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision
of that Balancing Service fall under the governance of the Balancing and Settlement Code?

Yes

Additional Comment: The energy supplied through the mandatory balancing service contributes to balancing the system and therefore should be treated as
any energy bought through the balancing mechanism. Thus it follows that the removal of the exposure should fall under the governance of the Balancing and
Settlement Code
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Issue 3 | If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that | Yes
Balancing Service fall under the governance of the Balancing and Settlement Code, should the definition of the “applicable
balancing services” and calculation of the associated volume fall under the Balancing and Settlement Code.

Additional Comment: The volume calculated is required for the balancing mechanism settlement calculations, but the underlying parameters are derived from
contracts governed by the CUSC. If P34, as proposed, is implemented then the volume should be calculated outside of the governance of the BSC to prevent
duplicate calculations inside and outside of the BSC. If options 2 or 3 (P36) are implemented then the volume should be covered by the Governance of the
BSC.

Issue 4 | Should the proposal be made retrospective (as per the proposal 23" August 2001) or only prospective? No

Additional Comment: The proposal should not be retrospective.

Q3. With respect to the Modification Proposal P34 and each of the Options, please indicate your support (or otherwise) for each Option.

Please also state your view on whether the Modification and / or Options better facilitates the BSC Objectives, as defined in the Transmission Licence
Condition 7A 3 (a), (b), (c), (d), as follows?

The efficient discharge by the Transmission Company of the obligations imposed under the Transmission Licence;
The efficient, economic and co-ordinated operation by the Transmission Company of the Transmission System;

Promoting effective competition in the generation and supply of electricity, and (so far as is consistent therewith) promoting such competition in the sale
and purchase of electricity;

Promoting efficiency in the implementation and administration of the balancing and settlement arrangements.

Modification / Option View

For/Against

Modification Proposal P34

Option 1 — P34, No Retrospection Against
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Rational/ BSC Objective : This proposal only addresses the issue of imbalance resulting from delivery of balancing service energy, it ignores the
payment for the energy delivered which in principle is no different to energy delivered through Bid/offer acceptances. Thus this is not the ideal solution for
mandatory balancing services.

Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOAS) Against

Rational/ BSC Objective: The governance should be within the BSC as the energy is delivered and settled through the balancing mechanism.

Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer Acceptances (BOAS) Against

Rationale/ BSC Objective: The governance should be within the BSC as the energy is delivered and settled through the balancing
mechanism.

Option 4 - P34, No Retrospection, methodology under the Code Against

Rationale/ BSC Objective: As option 1

Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code*?3 For

Rationale/ BSC Objective: This proposal enables NGC to economically accept Bid/Offers to balance the system taking into account
both the value of the balancing service and the value of the energy. The provider receives payment for the balancing service energy
delivered in the same way as if the energy was delivered as a conventional bid offer.

Option 6 — Mandatory and Commercial Balancing Services Volumes as BOAs, methodology under the Code Against

Rational/ BSC Objective: Generally providers of commercial balancing services are not participants in the balancing mechanism.

Additional Comments on Options:

33 1t should be noted that subsequent to the Modifications Group meeting a separate Modification Proposal has been submitted by Innogy (P36) based on Option 5. This will be presented
separately to the Panel meeting on 20" September 2001.
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Q4. With respect to the Modification Proposal and each of the Options, please provide an indication of a preferred “effective from” date:

Modification Proposal P34 (note that P34 proposes a retrospective effective from date):

Other Options Proposed “Effective from” Date: Without an impact assessment it is impossible to define a meaningful effective date.

Additional comment:

Any Additional Comments on the attached Initial Written Assessment:

Additional comment:
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b Responses from P34 and P36 Impact Assessment (CPCO77)

Representations were received from the following parties:

No Company File Number
IMServ P34&P36_IA_01
2. Bridge of Cally Energy P34&P36_I1A_02
Investments Ltd
3. Siemens Metering Services P34&P36_IA_03
4, Siemens Metering Datacare P34&P36_IA_04
5. SEEBOARD P34&P36_I1A_05
6. GPU Power Networks (UK) plc | P34&P36_IA 06
7. Scottish & Southern Energy P34&P36_I1A_07
8. British Energy Group P34&P36_IA 08
9. TXU Europe P34&P36_IA_09
10. London Electricity P34&P36 1A 10
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P34&P36_I1A_01 - IMServ

CPC00077: Detailed Level Impact Assessment (DLIA) for MP34 - Transfer of
imbalances caused by Balancing Services to the Transmission Company Energy

Account

CPCO00077: Detailed Level Impact Assessment (DLIA) for MP36 - The generation of
Bid-Offer Acceptances relating to energy delivered as a result of providing Applicable
Balancing Services.

I agree/disagree* with the change proposed for the original Modification.
Do the changes stated impact your organisation *Yes/No.

How much notification do you require? No. Of days.

I agree/disagree* with the change proposed for the Alternative Modification.

Do the changes stated impact your organisation No.

How much notification do you require? No. Of days.
Comments:

NO IMPACT

Name: CORRINA HARVEY

BCA/PACA™* SVA HHDC HHDA

Organisation: IMSERV EUROPE

Date: 19/11/01
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P34&P36_ 1A 02 - Bridge of Cally Energy Investments Limited

Original Modification: Impact — No.

Notification required — 0 days.

Alternative Modification: Impact — No.

Notification required — 0 days.

Stephen Mooney

Bridge of Cally Energy Investments Ltd
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P34&P36_ 1A 03 - Siemens Metering Services

No impact or interest for Siemens Metering Services (Nottingham)

Roger Grew

Siemens Metering Services
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P34&P36_ 1A 04 - Siemens Metering Datacare

CPC00077: Detailed Level Impact Assessment (DLIA) for MP34 - Transfer of
imbalances caused by Balancing Services to the Transmission Company Energy

Account

I agree with the change proposed for the original Modification.
Do the changes stated impact your organisation * Yes

How much notification do you require? 1 month minimum

Comments: Will require a minor modification to our software.

Name: Roger Grew

BCA/PACA*

Organisation: Siemens Metering DataCare (Ruddington - Nottingham)

Date: 22nd November 2001
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P34&P36_1A_05 - SEEBOARD
CPC00077: Detailed Level Impact Assessment (DLIA) for MP34 - Transfer of

imbalances caused by Balancing Services to the Transmission Company Energy
Account

| disagree with the change proposed for the original Modification.

Do the changes stated impact your organisation Yes

How much notification do you require? __ 90 No. Of days.

I disagree with the change proposed for the Alternative Modification, but see comments.
Do the changes stated impact your organisation Yes

How much notification do you require? 90 No. Of days.

Comments:

We consider P36 approach to be a more appropriate solution to issues being addressed by
modification proposals P34 and P36. However if P36 were to be much more expensive than
P34 our view could change. In this case we would support P34 alternative. We would not
support original P34 due to its retrospective elements and that we feel its alternative provides
better long-term governance.

CPC00077: Detailed Level Impact Assessment (DLIA) for MP36 - The generation of
Bid-Offer Acceptances relating to energy delivered as a result of providing Applicable
Balancing Services.

I agree with the change proposed for the original Modification.

Do the changes stated impact your organisation Yes.

How much notification do you require? __ 90 No. Of days.
I disagree with the change proposed for the Alternative Modification.
Do the changes stated impact your organisation Yes.

How much notification do you require? 90 No. Of days.

Comments:

We feel that P36 original modification provides a better solution to this issue then any of the
others. We would support this above all others unless the costs associated with any changes
are much higher than for other changes.
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Name: Dave Morton
BCA/PACA
Organisation: _ SEEBOARD

Date: __ 29" November 2001
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P34&P36_ 1A _06 - GPU Power Networks (UK) plc

Please find that GPU POWER UK response for CPC 77 is 'No Comment'.
Thanks

Rachael Gardener

Deregulation Control Group & Disribution Support Office

GPU POWER.NETWORKS (UK) plc
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P34&P36_1A_07 - Scottish and Southern Energy

CPC00077: Detailed Level Impact Assessment (DLIA) for MP34 - Transfer of
imbalances caused by Balancing Services to the Transmission Company Energy

Account

I agree with the change proposed for the original Modification.
Do the changes stated impact your organisation Yes.

How much notification do you require? 3 months

I agree with the change proposed for the Alternative Modification.
Do the changes stated impact your organisation Yes.

How much notification do you require? 3 months

Comments: | would say that P36 Alternative proposal would be my preference (reasons
being BSC provides majority of governance, ii) BOAs separately cashed out at bid/offer price;
iii) Energy imbalances caused by Ancillary Services delivery are separately neutralised)

Name: Sue Macklin

BCA/PACA*

Organisation: Scottish and Southern Energy
plc
Date: 29/11/01
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P34&P36_IA_08 - British Energy Group
CPC00077: Detailed Level Impact Assessment (DLIA) for MP34 - Transfer of

imbalances caused by Balancing Services to the Transmission Company Energy
Account

I agree/disagree* with the change proposed for the original Modification . See response to
Modification Group

Do the changes stated impact your organisation Yes
How much notification do you require? 4 months minimum

I agree/disagree* with the change proposed for the Alternative Modification . See response to
modification Group

Do the changes stated impact your organisation Yes
How much notification do you require? _4 months minimum.

Comments:

CPC00077: Detailed Level Impact Assessment (DLIA) for MP36 - The generation of
Bid-Offer Acceptances relating to energy delivered as a result of providing Applicable
Balancing Services.

| agree/disagree* with the change proposed for the original Modification. See response to
modification group

Do the changes stated impact your organisation Yes

How much notification do you require? _4 months minimum_

| agree/disagree* with the change proposed for the Alternative Modification. See response to
modification group

Do the changes stated impact your organisation Yes.
How much notification do you require? _4 months minimum_

Comments:

Name: _ Rachel Ace

BCA/PACA*

Organisation: _British Energy Generation, British Energy Power and Energy Trading,
Eggborough Power Ltd

Date: 29/11/01
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P34&P36_I1A_09 - TXU Europe
CPC00077: Detailed Level Impact Assessment (DLIA) for MP34 - Transfer of

imbalances caused by Balancing Services to the Transmission Company Energy
Account

| disagree* with the change proposed for the original Modification.
Do the changes stated impact your organisation *Yes

How much notification do you require? No. Of days.

I disagree* with the change proposed for the Alternative Modification.
Do the changes stated impact your organisation *Yes

How much notification do you require? No. Of days.

Comments:

CPC00077: Detailed Level Impact Assessment (DLIA) for MP36 - The generation of
Bid-Offer Acceptances relating to energy delivered as a result of providing Applicable
Balancing Services.

I agree with the change proposed for the original Modification.

Do the changes stated impact your organisation *Yes

How much notification do you require? __ 800 No. Of days.
I disagree* with the change proposed for the Alternative Modification.
Do the changes stated impact your organisation *Yes

How much notification do you require? _ 830 No. Of days.

Comments:

Name: _Edward Coleman
BCA

Organisation: __ TXU
Date: __ 29/11/01
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P34&P36 1A _10 - London Electricity Group

We will require six months notice to implement this CPC.
We currently have no preference as to which option is implemented on p34 or p36.
lan Dunn

London Electricity Group
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The following is a copy of the questionnaire that was sent for consultation on the Assessment
of Modification Proposal P34 and Modification Proposal P36:

Explanatory table for Modification options

Modification option

Functionality P34 P34 P36 P36

Alternative Alternative
Prospective only X v v
Definition under Code X v v
(Services & Volm. Calc.)
Remove exposure v v v - all defined v -all
Payment for Energy X X v - all defined X - Class A
(obligatory) v - Class B

Class A

1)
2)

3)

Fast Reserve for Lead parties that are either BSC or non BSC Parties
Standing Reserve for Lead parties that are not BSC Parties
Commercial Frequency Response

i) Governor Action

1)) Relay Initiated

Class B (note only available for Lead parties that are BSC Parties)

1) Mandatory Frequency Response

N.B Acceptance of Bid/Offer for Standing Reserve from BSC Parties is currently available
under the existing version of the BSC.
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P34/P36 Consultation Questions —

Yes /No

Q1 | Please indicate whether you support the P34 Alternative

Rationale:

Q2 | Please Indicate whether you support P36 as drafted

Rationale:

Q3 | Please indicate whether you support the P36 Alternative

Rationale:

Q4 | Please indicate whether you support the definition of Class A and
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

Q5 | Please indicate whether (and why) you support the position in
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:
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Consultation issued 14 November 2001

Representations were received from the following parties:

No Company File Number No. Parties
Represented

1. Williams Energy P34&P36_ASS 001 1

2. SEEBOARD P34&P36_ASS_002 2

3. TXU P34&P36_ASS_003 | 12

4. BOC Gases P34&P36_ASS_004 |1

5. Dynegy P34&P36_ASS_005 |1

6. Ineos Chlor P34&P36_ASS_006 |1

7. Powergen UK plc P34&P36_ASS_007 4

8. British Gas Trading P34&P36_ASS 008 | 8

9. London Electricity plc P34&P36_ASS 009 | 4

10. | Alcan Smelting and Power | P34&P36_ASS 010 | 1

Limited

11. Innogy plc P34&P36_ASS 011 | 6

12. | Slough Energy Supplies Ltd P34&P36_ASS 012 | 2

13. | British Energy P34&P36_ASS_013 | 3

14. NGC P34&P36_ASS 014 1

15. | Conoco U.K. Limited P34&P36_ASS 015 1

16. | ScottishPower P34&P36_ASS_016 | 2

17. | TotalFinaElf P34&P36_ASS_017 |1
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P34&P36_ASS 001 — Williams Energy

P34/P36 Consultation Questions —

Respondent: Tim Hammond, Williams Energy

Representing: (Please list all parties the respondent is replying on behalf of)

Yes /No

Q1 | Please indicate whether you support the P34 Alternative Yes

Rationale:
Should increase number of parties prepared to offer balancing services to NGC,
reducing cost of service provision.

Q2 | Please Indicate whether you support P36 as drafted Yes

Rationale:
Increases incentives for balancing service providers to accurately fulfil obligations,
bringing down system balancing costs.

Q3 | Please indicate whether you support the P36 Alternative Yes

Rationale:

Creates a fairer system for distributing costs, as mandatory frequency response is
beyond reasonable control of individual market participants so should not penalise
them.

For the purposes of this I am assuming that mandatory response refers to
obligations imposed under the grid code, as opposed to any commercial service
provision.

Q4 | Please indicate whether you support the definition of Class A and | Yes
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:
Agree that mandatory frequency response should not penalise provider.

Q5 | Please indicate whether (and why) you support the position in | Yes, but
P36 Alternative that payment for Balancing Services Energy as | NIy for
Bid Offer/Acceptance is obligatory for Class B. If you do not Offers
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:

I think that where a Mandatory Frequency instruction results in a net reduction in
generation, there should be no compensation beyond an immunity for the relevant
imbalance charges.

However, where the instruction results in a net increase in generation output, the
offer level should be accepted so as to cover any related costs incurred by the
provider.




ASSESSMENT REPORT
Page 188 of 264

P34&P36_ASS_002 — SEEBOARD

P34/P36 Consultation Questions —

Respondent: Dave Morton, SEEBOARD

Representing: (Please list all parties the respondent is replying on behalf of)

SEEBOARD Energy Limited and SEEBOARD Power Networks plc

Yes /No

Q1 | Please indicate whether you support the P34 Alternative No

Rationale: We feel that this modification is not the most appropriate solution to
this issue. We would support this modification, and only in its alternate form, if
changes centrally to implement P36 solution are much higher than those for P34.
Irrespective of costs we would not support the original P34 modification.

Q2 | Please Indicate whether you support P36 as drafted Yes

Rationale: We feel that this option is the most appropriate method to resolve this
issue.

Q3 | Please indicate whether you support the P36 Alternative No

Rationale: We do not feel that this provides a more appropriate way forward than
that specified in the original proposal.

Q4 | Please indicate whether you support the definition of Class A and | Yes
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal: This option is supported at present, as we cannot
see a more appropriate alternate.

Q5 | Please indicate whether (and why) you support the position in
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View. No comments, we do not support this option.
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P34&P36_ASS_003 — TXU

P34/P36 Consultation Questions —

Respondent:

Representing: (Please list all parties the respondent is replying on behalf of)

Yes /No

Q1 | Please indicate whether you support the P34 Alternative No

Rationale: P34 specifically addresses the issue of the quantity of energy that is provided for a
subset of Balancing Services. The issue of the price that should be applied to such Services is
also under consideration, albeit a different Mod proposal. Given that P36 also addresses the
quantity issue as well as the price issue it seems more sensible to concentrate on this Mod.

Q2 | Please Indicate whether you support P36 as drafted Yes

Rationale: This is the only option that resolves the pricing issue applicable to all Balancing
Services. However, as currently drafted it would appear to make it an obligation that Balancing
Service Providers had to be active participants in the BM ?

Q3 | Please indicate whether you support the P36 Alternative No

Rationale: This option appears to fail to address the issue of Price in respect of Mandatory
Services ?

Q4 | Please indicate whether you support the definition of Class A and
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

Q5 | Please indicate whether (and why) you support the position in
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:
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P34&P36_ASS_004 — BOC Gases

From: Mortlock,Dave[SMTP:Dave.Mortlock@uk.gases.boc.com]
Sent: 30 November 2001 14:14

To: ‘Justin Andrews'

Cc: 'Modifications@elexon'; Mortimer,Hugh

Subject: P34/P36 Consultation Response

Having discussed the issues with you and having read through the Consultation Document |
feel that 1 am still not able to complete the Consultation Questionnaire.

I do however agree that any modification(s) should be prospective only. | also believe that a
demand side provider of Balancing (Ancillary) Services should neither expose itself nor its
electricity supplier to Imbalance Charges as a result of providing the Balancing (Ancillary)
Services. | am unable to say how this should be achieved other than to hope that it is done in
the most simple and cost efficient manner.

Dave



ASSESSMENT REPORT
Page 191 of 264

P34&P36_ASS 005 — Dynegy

P34/P36 Consultation Questions —

Respondent: Dynegy

Representing: (Please list all parties the respondent is replying on behalf of)

Yes /No

Q1 | Please indicate whether you support the P34 Alternative Yes

Rationale:

Dynegy supports modification P34 alternative, as it better fulfils the relevant BSC
objective, through enabling an efficient, economic and co-ordinated operation by
NGC of its Transmission System.

Q2 | Please Indicate whether you support P36 as drafted No

Rationale:

Dynegy do not support P36 as the proposal transforms the delivered balancing
service into a bid/offer acceptance and thus paid at the bid offer price. P34 deals
sufficiently with the concerns of providers of balancing services through the
elimination of imbalance risk.

Q3 | Please indicate whether you support the P36 Alternative No

Rationale:

Q4 | Please indicate whether you support the definition of Class A and | No
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

Q5 | Please indicate whether (and why) you support the position in
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:




ASSESSMENT REPORT
Page 192 of 264

P34&P36_ASS 006 — Ineos Chlor

Rather than respond in detail to the specific proposals, can I outline the principals which we
see as important.

Ineos Chlor offer demand reduction services through Standing Reserve contracts with NGC.

We do not believe that offering such contracts, and providing what is in effect assistance to
the system at times of stress, should lead to the imposition of penalties on the provider.

In the pre-neta world, providing such assistance simply meant that we failed to purchase
energy.

In the Neta world, we have pre-bought such energy, which we now spill when called.

Not only is this spill price almost invariably less than our contract price, it can be negative.
Perversely, spill prices have been least well behaved often when the system is short on
energy as so few actions are taken.

When contracts were offered to NGC, the poor behaviour of spill could not be factored in
(logically of course, it might be assumed that when the system is short of energy, spill prices
might even be attractive — logic unfortunately seems to be lacking in the operation of the
BM). Consequently, NGC taking on the imbalance only partly solves a problem. It will remove
the risk of negative prices (I note strongly negative prices occured last night), but we will still
lose £20/MWh on each MWh of action we take. Further we have to recover to our original
position once the reserve call is ended, costing more.

This is most unsatisfactory.

Consequently, we broadly support the principles of P34 /P36 where they remove risk. More
fundamentally however the operation of the balancing mechanism remains fundamentally
flawed. A properly operating mechanism which properly valued imbalance as well as
penalising it, would immediately remove the need for such modifications.

Mark Fitchett
Utilities Buying Manager
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P34&P36_ASS 007 — Powergen UK plc

P34/P36 Consultation Questions —

Respondent: Piers Anthony

Representing: (Please list all parties the respondent is replying on behalf of)
Powergen makes this response on behalf of itself and the following BSC Parties, Powergen Retail
Limited, Diamond Power Generation Limited, and Cottam Development Centre Limited.

Yes /No

Q1 | Please indicate whether you support the P34 Alternative No

Rationale: P34 addresses the issue of balancing mechanism imbalance from the
supply of balancing services, but does not address the issue of remuneration for
the volume of energy supplied by the balancing service. Energy supplied through
the balancing service contracts have equal value to energy obtained through Bid or
Offer acceptance.

Q2 | Please Indicate whether you support P36 as drafted No

Rationale: As drafted does not differentiate between different types of balancing
service contracts.

Q3 | Please indicate whether you support the P36 Alternative Yes

Rationale: P36 addresses the issue out of balance volume incurred through
balancing services contracts and values the energy supplied through balancing
services contracts equally with bid offer acceptances. We believe that this better
achieves the BSC objectives.

Q4 | Please indicate whether you support the definition of Class A and | Yes
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal: No Comment

Q5 | Please indicate whether (and why) you support the position in | Yes
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View: No Comment
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P34&P36_ASS 008 — British Gas Trading

P34/P36 Consultation Questions —

Respondent: Danielle Lane

Representing: (Please list all parties the respondent is replying on behalf of)
British Gas Trading, Accord, CKL and CPB

Yes /No

Q1 | Please indicate whether you support the P34 Alternative YES

Rationale:

The proposal improves management of the energy element of Ancillary Services. The
alternative is preferable to the original modification as it removes the retrospective element of
the modifications.

Q2 | Please Indicate whether you support P36 as drafted YES

Rationale:
Improves Management of the energy element of Ancillary Services.

Q3 | Please indicate whether you support the P36 Alternative YES

Rationale:
This is the preferred option.

It allows a market in Ancillary Service energy while allowing non BMU services to be dealt with
and improves management of the energy element of Ancillary Services.

Q4 | Please indicate whether you support the definition of Class A and | YES
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

Free choice for parties might be considered, although this might be complicated and confusing
and there will be limitations on the extent to which payments to non BMUs can be linked to
BOAs.

Q5 | Please indicate whether (and why) you support the position in | YES
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:

By linking the price paid for Mandatory Response to BOAs a market in Ancillary Service energy
will be allowed to develop and a market price to be placed on these services. This will
improve transparency and means all providers of Mandatory Response will dealt with on an
equal basis. Allowing some providers of Mandatory Response to opt out of Class B would
undermine the market and decrease transparency in the arrangements. This would fail to
better facilitate BSC Objective c) in promoting effective competition in the generation and
supply of electricity.
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P34&P36_ASS 009 — London Electricity plc

P34/P36 Consultation Questions —

Respondent: Liz Anderson

Representing: (Please list all parties the respondent is replying on behalf of)
London Electricity plc on behalf of itself, SWEB Ltd, Sutton Bridge Power and Jade Power
Generation.

Q1 | Please indicate whether you support the P34 Alternative See
Rationale

Rationale:

Yes — only if the applicable services are restricted to commercial services.
Currently when trading parties provide these services they may not be
compensated for exposure to imbalance prices (subject to their contracts with
NGC), thus deterring them to provide these services.

Additionally we do not support the part of this modification that proposes trading
parties have the option to nominate whether Balancing Service Energy volumes are
not exposed to imbalance charges. This would introduce unnecessary
complication.

Q2 | Please Indicate whether you support P36 as drafted See
Rationale

Rationale:

Yes — only if the alternative Mod 36 is not implemented and if the applicable
services are only mandatory.

Q3 | Please indicate whether you support the P36 Alternative Yes

Rationale:

Yes. But we would prefer that the applicable services are restricted to Class B
services only.

Q4 | Please indicate whether you support the definition of Class A and | Yes
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

The distinction is needed so that the appropriate Balancing services can be
reimbursed in the appropriate manner, i.e. services in Class A by transfer to the
NGC energy volume account and payment made under the CUSC contract with
NGC, and services in Class B through bid/offer acceptances.
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Q5 | Please indicate whether (and why) you support the position in | Yes
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:

As part of balancing actions, the energy element for Class B services should be
treated in the same way as any other payment for balancing actions, that is via
bid/offer acceptances. Many commercial service providers are not BM units and
thus can not be reimbursed for providing class A services via bid/offer
acceptances. Therefore class A services should not be paid for in this manner.

It can not be optional that payment for Balancing Services Energy as Bid
Offer/Acceptance is obligatory for Class B for the same reasons as put forward in
Qu.1.
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P34&P36_ASS 010 — Alcan Smelting and Power Limited

P34/P36 Consultation Questions —

Respondent: Wyn Jones

Representing: (Please list all parties the respondent is replying on behalf of)
Alcan Smelting and Power Limited (Non-Party Licence Exempt Generator)

Yes /No

Q1 | Please indicate whether you support the P34 Alternative Yes

Rationale:

The removal of imbalance costs from Balancing Services provision is crucial if non-BSC parties
such as Alcan are to be able to participate in Balancing Services provision. At present Lead
Party reluctance to accept the associated imbalance costs hampers that provision. Provided
that the P34 Alternative extends to Commercial services (not clear from the documentation),
this would assist non-Party generators to participate in the balancing markets.

Q2 | Please Indicate whether you support P36 as drafted | No

Rationale:

The payment for Balancing Services through Bid Offer Acceptances is detrimental to Parties
and Non-Party participants that do not actively participate in the Balancing Mechanism. It
could require all Parties obliged to provide to Mandatory services to participate directly in the
Balancing Mechanism, which runs counter the NETA principal of voluntary markets.

Q3 | Please indicate whether you support the P36 Alternative Yes

Rationale:
Alcan supports the treatment of Class A (Commercial) services through the P34 methodology,
as this does not require active Balancing Mechanism Participation.

Q4 | Please indicate whether you support the definition of Class A and | Yes
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:
It is important that commercial Balancing Services, such as Fast Reserve can be available
without active Balancing Mechanism participation. The definition of Class A assists this.

Q5 | Please indicate whether (and why) you support the position in | No
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:
Obligatory would require all Parties obliged to provide mandatory balancing services to actively
participate in the Balancing Mechanism, and this should not be encouraged.
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P34&P36_ASS 011 — Innogy plc

P34/P36 Consultation Questions

Respondent: Innogy plc

Representing: (Please list all parties the respondent is replying on behalf of)
Innogy plc, npower Limited, Innogy Cogen Trading Limited, npower Direct Limited, npower
Northern Limited, npower Yorkshire Limited

Yes /No

Q1 | Please indicate whether you support the P34 Alternative No

Rationale:

P34 transfers energy from parties providing Balancing Services at zero value. If P34 were adopted alternative
arrangements to pay for such energy would then be needed and it is not clear on what basis these payments would
be derived. Making payment for this energy outside of the BSC would seem “a priori” not to be capable of better
facilitating the BSC objectives. Specifically it runs the risk of discriminatory treatment between energy delivered under
the provision of a balancing service and that provided through the Balancing Mechanism. In the case of Mandatory
Frequency Response, CUSC allows for an Imbalance Exposure compensation payment, but if imbalance were removed
from the BSC this compensation would no longer apply.

Q2 | Please Indicate whether you support P36 as drafted Yes

Rationale:

We support P36 as drafted for Applicable Balancing Services. Generally we assume that Applicable Balancing Services
would be those services where automatically delivered balancing energy can be quantified from the terms of a
contract or in some other defined manner. This energy should be excluded from imbalance exposure and valued in
the same way as any other balancing energy; namely by the means of Bids and Offers.

Q3 | Please indicate whether you support the P36 Alternative Yes
(qualified)

Rationale:

We believe that the P36 alternative better facilitates the BSC objectives by more precisely
defining the boundary for those services where the application of the P36 approach would be
obligatory, and those services for which it would be appropriate to exclude the imbalance
exposure by the transfer of the associated volume of balancing energy. However, our support
for this alternative is conditional upon an appropriate distinction being made between Class A
and Class B services.
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Q4 | Please indicate whether you support the definition of Class A and | No
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

Our view is that the distinction between Class A and Class B services should depend upon:

Q The ability to calculate the volume of delivered energy precisely (for example by reference
to a matrix as is the case for mandatory frequency response), and

O The existence of relevant and Bid and Offer prices.

If both criteria are satisfied then the service should be defined as a Class B service, although

for services that are nor mandatory under the Grid Code it should be possible for the service

provider and National Grid to agree that the service could be re-categorised as Class A. Class

A services would naturally be those where Bids and Offers do not exist.

Under this approach the energy delivered under a Class B service will be treated in a
consistent fashion with any other balancing action, and non delivery exposed to imbalance
payments as is the case for all other energy under the BSC. Class A services are also exposed
to imbalance charges as for any other Bid Offer acceptance. It is therefore appropriate that
the associated energy should be also be priced in a consistent manner wherever possible.

It is not clear what is implied by “NGC Witness Testing”. If it is intended that these refer to
tests conducted under the provision of OC5 of the Grid Code then the provisions of these
Modifications should most definitely not apply to these arrangements. OC5 testing is not a
balancing service. The treatment of testing should be covered under the terms of any
associated agreement or by NGC utilising the normal processes within the Balancing
Mechanism. We do not support the extension of either P34 or P36, or their alternatives, to
encompass testing which is a much wider issue and has ramifications for CUSC and the Grid
Code.

Q5 | Please indicate whether (and why) you support the position in | Yes
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rationale/View:

As noted above it is our view that payment on the basis of Bid/Offer acceptances for Balancing Services Energy should
be obligatory under the P36 Alternative, and should be the default for any commercial service where volume can be
defined and Bid/Offer prices exist. Only if this approach is taken will the treatment of balancing energy under
balancing services be consistent with the treatment of balancing energy obtained through the Balancing Mechanism.
Unless this consistency is achieved a proper economic choice between the various alternatives available to the System
Operator will not be possible, and competition in the provision of balancing energy stifled. For this reason we believe
that only if this approach is taken can the BSC objectives be facilitated.
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P34&P36_ASS 012 — Slough Energy Supplies Ltd

P34/P36 Consultation Questions —

Respondent: S P Garrett

Representing: (Please list all parties the respondent is replying on behalf of)
Slough Energy Supplies Ltd, Fibrepower (Slough) Ltd

Yes /No

Q1 | Please indicate whether you support the P34 Alternative Yes, but
see below

Rationale: It is reasonable that service providers should not be out of balance for providing
services which assist the overall system balance. However, it is not clear why if this
modification is to be supported that energy account imbalances which are in the general
position of helping system balance are penalised rather than being paid a price which is
reflective of the support which they are providing to the system.

In particular, the original modification states that “Risk of exposure to high imbalance charges
is making service providers (in particular, smaller demand side providers) reluctant to provide
services, and some services are being withdrawn.” It is therefore not appropriate to make a
retrospective change. Neither should there be different treatment of BM participants and non-
BSC signatories.

Q2 | Please Indicate whether you support P36 as drafted No

Rationale: There is no reason that BM participants should be treated differently than non-BM
participants in providing ancillary services to NGC. This would be discriminatory.

Q3 | Please indicate whether you support the P36 Alternative NO

Rationale: There is no reason that BM participants should be treated differently than non-BM
participants in providing ancillary services to NGC

Q4 | please indicate whether you support the definition of Class A and | N/A
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal: See above — do not support P36/P36A

Q5 | Please indicate whether (and why) you support the position in | NO, see
P36 Alternative that payment for Balancing Services Energy as | 2P0ve
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View: See above — do not support P36/P36A




ASSESSMENT REPORT
Page 201 of 264

P34&P36_ASS_013 — British Energy

P34/P36 Consultation Questions —
Responses due back by 8a.m. 3"4 December 2001

Respondent:

Representing: (Please list all parties the respondent is replying on behalf of)
British Energy Power & Energy Trading Ltd, British Energy Generation Ltd, Eggborough Power
Ltd

Q1 | Please indicate whether you support the P34 Alternative | Yes

Rationale: BM Units should not be exposed to potential imbalance through the actions of
NGC Balancing Services, and P34 Alternative provides the simplest method of avoiding such
imbalance, whilst avoiding retrospective change to commercial arrangements and providing
transparency in how balancing services volumes are calculated and governed. BSC
Governance for the volume calculation methodology would provide a convenient independent
and transparent governance, compared to other governances which have not yet
demonstrated these features. A single governance for all balancing services involving energy
volumes (including bids and offers and other balancing services) would be convenient and
efficient for all interested parties.

Q2 | Please Indicate whether you support P36 as drafted No

Rationale: P36 proposes that energy volumes associated with all balancing services should be settled at bid-offer
prices. Whilst in principle all energy has the same value at any given point in time, in practice we have concerns that
the combination of a simple banded bid-offer price structure and non-transparent balancing services contract trades,
combined with the limited number of current service providers, may not achieve effective transparency and
competition. Increased competition and transparency in balancing service provision would provide more confidence
that this modification would better achieve the BSC Objectives.

Q3 | Please indicate whether you support the P36 Alternative Yes

Rationale: P36 alternative proposes that a flexible arrangement should be created whereby energy volumes
associated with balancing services may be settled at bid-offer prices or at balancing service contract prices. This
flexibility allows decisions on which prices are used to be deferred or altered at a later date as the market develops.
BSC governance is proposed for treatment of individual services and volume calculations. This provides the
advantages of independence and transparency and a single point of governance for all balancing mechanism energy
volumes, but we believe that alternative governance is possible, for example under the CUSC, provided similar
independence and transparency is assured.

Q4 | Please indicate whether you support the definition of Class A and
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

At the current time, we would prefer to see all balancing services priced at balancing service contract price, ie. Class
A. However, proposal P36 Alternative does not preclude future re-classification of particular services for particular
providers, and our view may change as experience of the new trading arrangements develops and the market evolves.
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Q5

Please indicate whether (and why) you support the position in
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rationale/View: We do not support the inclusion of any balancing services as Class B at the current time (see above).
Provided there is transparency over which balancing service trades are treated as Class B and which are Class A, it
seems unnecessary to enforce the same treatment for all trades in a particular balancing service. However, in the
case of mandatory balancing services, the absence of choice in provision of the service suggests that obligatory
treatment in the same way would not be unreasonable.

Other comments:

We believe that competition and efficiency would be improved by increasing transparency
in timely reporting of all balancing trades, not just balancing mechanism bids and offers.
Provision of more information would allow actual and potential participants to identify
competitive opportunities, and help prevent exploitation of market niches by providers of
services to NGC. Faster and more comprehensive reporting of Balancing Service, on the
BMRS or otherwise, would assist in this.

The P34 & P36 Requirement Specifications issued for consultation in November suggest
that a Balancing Service Service Provider can “opt-out” of having balancing service
volumes excluded from BSC imbalance calculations. We believe that the registrant of the
BM Unit which contains the Service Provider site should have control over the “opt-out”, it
being the party which is directly affected by the potential imbalance. Ambiguity in the
documents should be removed.

It is suggested in the specification documents in relation to balancing services volumes
notified by the system operator that “it is not intended that they be defaulted”. It is not
clear exactly what is meant by this, but we suggest that the default volume for a BM Unit
in the absence of a value notified by the SO should be zero.

The suggested format for a data flow from the system operator for BM Unit balancing
services data should include a data datetime, version or run number identifier.

P34 (original and alternative) requirement specification suggests using a net figure for
balancing services half-hourly BM Unit volume (QASij). We believe it is short-sighted to
use a net half-hourly parameter, and would prefer to see volumes in either direction
within a half-hour, if only for reporting purposes. Eg. QASOij and QASBIj as under the
P36 proposal.

P36 requirement specification section 5.1 first bullet refers to “system balancing”, but this
could be misinterpreted and would be better expressed as “system operator balancing”.
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P34&P36_ASS_014 — NGC

The Transmission Company Analysis is provided in ANNEX 5 (b) of this Assessment Report.
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P34&P36_ASS 015 — Conoco U.K. Limited

P34/P36 Consultation Questions —

Respondent: Hannah McKinney - Conoco U.K. Limited

Representing: (Please list all parties the respondent is replying on behalf of)
Immingham CHP Limited

Yes /No

Q1 | Please indicate whether you support the P34 Alternative Yes

Rationale:
Should increase the number of parties prepared to offer balancing (Ancillary) services to NGC
and reduce balancing service costs.

Q2 | Please Indicate whether you support P36 as drafted | Yes

Rationale:
Shouldn’t disincentivise providers of balancing services

Q3 | Please indicate whether you support the P36 Alternative Yes

Rationale:
As above, doesn't disincentivse providers of Mandatory Frequency response

Q4 | Please indicate whether you support the definition of Class A and | N/A —see
Class B Balancing Services and if not what alternative would you | Noté
propose

Rationale:
Require further clarification of Class A balancing services , i.e., are they restricted those
balancing services listed under Class A?

Q5 | Please indicate whether (and why) you support the position in | Yes
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:
It seems reasonable that Class B should receive payment for energy volumes as bid/offer
acceptance given that this service is ‘obligatory’.
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P34&P36_ASS 016 — ScottishPower

P34/P36 Consultation Questions —

Respondent:

Representing: (Please list all parties the respondent is replying on behalf of)
ScottishPower / Manweb

No
Q1 | Please indicate whether you support the P34 Alternative
Rationale:
Q2 | Please Indicate whether you support P36 as drafted No
Rationale:
Q3 | Please indicate whether you support the P36 Alternative Yes

Rationale: This option provides a greater degree of flexibility to Balancing Services providers
than any of the other options. It ensures that the methodology for calculating those ‘deemed’
bid-offer volumes to be provided by Balancing Services, which are to be excluded from the
imbalance price calculation, sits within BSC governance. It allows BS providers who are neither
Lead Parties nor active players in the Balancing Mechanism to provide those services and have
those ‘deemed’ bid-offer volumes included in the methodology if they so wish. It also allows
BS providers to opt out of the process and deal directly with the System Operator for payment
for providing services if they so wish.

While in principle, we support this option in terms of the fuller functionality provided to all
Parties who wish to make use of it, we would qualify that view if it was shown that P36
alternative was not deliverable within a reasonable cost or time framework. As neither the cost
nor time for implementing each option has been provided in the Requirement Specifications,
we would reserve judgement on this point.

Q4 | Please indicate whether you support the definition of Class A and | Yes
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

Q5 | Please indicate whether (and why) you support the position in | Yes
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View:
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P34&P36_ASS 017 — TotalFinaElf

P34/P36 Consultation Questions —

Respondent: Sharif Islam

Representing: (Please list all parties the respondent is replying on behalf of)
TotalFinaElf Gas and Power Ltd

Yes /No

Q1 | Please indicate whether you support the P34 Alternative No

Rationale:

TFE G&P consider the principles underlying P36 facilitate better operation of the
market. The creation of BM acceptances, for the provision of mandatory frequency
response, should enable the providers of those services to better reflect the risks
associated with its provision.

Although, it does not create a market of itself, P36 does introduce an element of
competition in the provision of response and therefore moves the industry a step
closer towards it’s implementation. This could result overall in a more economic
and efficient market, since NGC will be able to select those plants where it is more
economic and efficient to do so.

P36 also has the complementary benefit of being in accord with one of the stated
objectives in moving away from the Pool to NETA i.e. to move away from centrally
based algorithms to market based arrangements for determining the price of
electricity.

Q2 | Please Indicate whether you support P36 as drafted No

Rationale:

TFE G & P prefer the payment mechanism within the P36 alternative whereby the
remuneration is dependent upon the type and class of balancing service. We
consider this is appropriate for the reasons outlined in our response to question 4.

Q3 | Please indicate whether you support the P36 Alternative Yes

Rationale:

Q4 | Please indicate whether you support the definition of Class A and | YesS
Class B Balancing Services and if not what alternative would you
propose

Rationale/Alternative Proposal:

This facilitates the distinction between the provision of mandatory and commercial
balancing services. The mandatory balancing service providers are currently price-
takers since they have little opportunity to reflect their specific costs associated
with the provision of these services. One would expect the commercial providers
of these services would already have assessed the risk associated with the
provision of their services and have contracted on that basis.
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Q5

Please indicate whether (and why) you support the position in
P36 Alternative that payment for Balancing Services Energy as
Bid Offer/Acceptance is obligatory for Class B. If you do not
support “Obligatory”, please state your reasons and identify any
other approaches you would prefer.

Rational/View. We have no strong view upon this issue, in principle it may be
preferable to allow complete optionality with regard to the payments associated
with mandatory response.
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ANNEX 4 - BSC AGENT IMPACT ASSESSMENTS

Detailed Level Impact Assessments (DLIAS)

The following representations provide the Detailed Level Impact Assessments received from

the Central Service Agent.

NETA Change Form

To be completed by the Originator

Customer)
P34
Logica reference: ICR 157

Change Request ID (to be provided by the

Service affected
SAA

Change Request Name:

Transfer of Imbalances caused by Balancing to
NGC

Agreement by the customer to proceed to the next stage

High Level | Detailed Change | Implement [ Emergency| Change
Assessment Level Quotation Change | Fix Report | Request
Assessment under
Clause 14.2
(delay)
Tick which stage is being v
frequested
Signed by Customer
IBaseline Manager
Signed by Customer
Contract Manager
Date of agreement to n/a n/a
proceed to next stage
[Date this stage to be 29/11/200
completed by 1

Configuration of Service(s)
I(baseline affected)

Assumed Changes (over
Jbaseline)

NETA Service Definition Baseline (V1.0)

Priority|

High/Medium/Low

Identified by: Sandy Blows

[Date Submitted: 13/11/2001

IDescription of Change

See attached original P34 and Draft DCR for IDD and URS.

See attached original P34

[Reason for Change (benefits)

See attached original P34

Implications of not making the change

Attachments/references

[P34, Draft DCR for IDD and URS.

Competition Item
Yes/No/n/a

Reasons for Competition

If Change Request
made under Clause
14.2 (delay)

Required supporting information attached
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To be completed by the Service Provider
High Level Assessment Detailed Level Change Quotation

Assessment

Tick which stage is being v

fcompleted

Signed by Service Provider

IContract Manager

[pate 30/11/2001

Validity period of costs/prices |Change Quotation

Change 30 days

IDoes the change involve any changes to the System or Services

Yes

\Would the undertaking of a Detailed

Release Date after Go Live

Level Assessment or Change Quotation

delay the Trigger Milestone or the Planned Go-Live Date before Go Live or any

N/a

If Yes — specify which N/a
IMilestones/Release Dates
would be affected

Impact on any Milestones of [N/a
lincorporation of change

Indicative impact on
resources for

Phase of the work

Change incorporation Design

Build Test & Trial

Operate

Labour

Materials/3rd Party|

Impact on Service None
ILevels

Impact on IDD Yes

[Price for Detailed Level Assessment

Indicative/firm

|Price for Change Quotation

Indicative/firm

Price for Change:
Option 1 or Option 3
(Both these Options have the same

impact on Logica and are based on
Sections 2, 3 and 5 of P34
Requirements Specification)

Option 2 or Option 4

(Both these Options have the same impact
on Logica and are based on Sections 2, 3, 4
and 5 of P34 Requirements specification)

£140,900 (ex VAT) to develop and
implement the change

£1,644 (ex VAT) per month to Operate &
Maintain

£192,800 (ex VAT) to develop and
implement the change

£2,249 (ex VAT) per month to Operate &
Maintain

Indicative

Indicative

Indicative

Indicative

IAssumptions for the above Price:

tests, whichever is sooner.

None of the changes in the calculation described in Section 5 of P34 Requirements
Specification have any impact on the NETA Central Services and there is no impact on
the format or frequency of messages sent to NETA Central Services. Given this, Option
1 and Option 3 are equivalent as are Option 2 and Option 4.

Logica will invoice 30% on receipt of CN or authorised start of work, 50% on completion
of acceptance tests, 20% on deployment or one month after completion of acceptance

Price does not include provision for indexation of daily fee rates with effect from 1% April




ASSESSMENT REPORT
Page 210 of 264

2002.

The Service Descriptions will have been updated by ELEXON and agreed with Logica
prior to commencement of work.

For all formal documentation that is subject to review, Logica shall provide one draft
issue and a maximum of 5 working days has been allowed for ELEXON to review and
comment on the updates. No allowance is included for addressing comments from
ELEXON and only one iteration of all reviewed documents has been included in this
price.

Within reasonable levels, ELEXON will make available appropriate staff to assist Logica
during the development of this change

There will be no new Service Levels.
The Maintenance charge has been estimated as a proportion of the price.
No allowance has been made for ELEXON to witness testing.

Testing will only be performed on our own system, with external interfaces being
simulated as necessary. No allowance has been made for testing with external
systems.

If the change is to be incorporated after Go Live, is this change Patch
Iproposed to be a patch or release

If patch, expected time of incorporation

If release - what release number Release number

IDate Release Date

[For High Level Assessment only — If No, estimate of time and resources required to
Is it a Detailed Level Assessment Yes |complete

Resources Required to Detailed Level Assessment Change Quotation
|undertake

|Labour

|Materials

|Consequential amendments to

base line:

Proposed method of Change/ [The estimated time to complete the development of Option 1 or

ork statement Option 3 is 8 weeks.

The estimated time to complete the development of Option 2 or
Option 4 is 9 weeks.
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|Proposed Plan for Change |

Week 6

Week 7 Week 8 W

|
‘]’J-nu” ‘

pr—
4

Week 6

Week 7 Week 8 Week 9

k-1 Week 1 Week 2 Week 3 Week 4 Week 5

10 |Task Name

1 P34 Option 1 (or 3)

2 Documentation

25 Develop Change

26 SAA Code Developmen
27 Loader

37, Form

47] Calculation Change
57| SAA 1014 Report Cha
67| End of SAA Developme]
68| Perform sub-system Int
69 End of SAA Integration
70 End of MDCT

71 Build Deployment

76 Patch Testing

95 Configuration & Live Pat{
10 Change Complete

Week 1 Week 2 Week 3 Week 4 Week 5

ID | |Task Name

1 P34 Option 2 (or 4)

2 Documentation

41 Develop Change

42 BMRA Code Development

TibCo message and Web pay

53 End of BMRA Development

54 SAA Code Development

55 Loader

65 Form

75 Calculation Change

85 SAA 1014 Report Changes

95 End of SAA Development

9% Perform sub-system Integration
97 End of SAA Integration Tests
98 End of MDCT

99 Build Deployment

104 Patch Testing

12t Configuration & Live Patch

12¢ Change Complete

Ill.]m,uﬂl

[Has the customer has indicated this is a competitive change

: ]
o
L 4

Service Provider Plan for competition

Risks/Constraints of competition

Service Provider plan for incorporation of
change including testing

Documentation to be produced by Service
Provider to enable competition according to
plan above

Indicative costs of Service Provider role in
competition

JFor Change Notice only — to be completed by the Customer

|Basis for payment
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Agreed Customer Caused Delay: Yes/No
If Yes, amount of delay

|[Date Change to become effective.

Is this to be a Release Date? Yes/No

[Other items as required under the Change Management Procedures
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To be completed by the Originator

Customer)
P36
Logica reference: ICR158

Change Request ID (to be provided by the

Service affected
BMRA, SAA

Change Request Name:

Generation of Bid-Offer Acceptances relating to
Energy delivered as a result of providing
applicable balancing services.

Agreement by the customer to proceed to the next stage

High Level | Detailed Change Implement | Emergency| Change
Assessment Level Quotation Change | Fix Report | Request
Assessment under
Clause 14.2
(delay)
Tick which stage is being v
frequested
Signed by Customer
IBaseline Manager
Signed by Customer
Contract Manager
Date of agreement to n/a n/a
proceed to next stage
Date this stage to be 29/11/200
completed by 1

Configuration of Service(s)
I(baseline affected)

Assumed Changes (over
Jbaseline)

NETA Service Definition Baseline (V1.0)

Priority]

High/Medium/Low

Identified by : Sandy Blows

|Date Submitted: 13/11/2001

IDescription of Change

See attached original P36, P34 and Draft DCR for IDD and URS.

See attached original P36

IReason for Change (benefits)

See attached original P36

Implications of not making the change

Attachments/references

|P36, P34, Draft DCR for IDD and URS.

Competition Item
Yes/No/n/a

Reasons for Competition

If Change Request
made under Clause
14.2 (delay)

Required supporting information attached
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To be completed by the Service Provider
High Level Assessment Detailed Level Change Quotation

Assessment

Tick which stage is being v

lcompleted

Signed by Service Provider

Contract Manager

[Date 30/11/2001

Validity period of costs/prices |Change Quotation

Change 30 days

IDoes the change involve any changes to the System or Services Yes

\Would the undertaking of a Detailed Level Assessment or Change Quotation N/a
delay the Trigger Milestone or the Planned Go-Live Date before Go Live or any
Release Date after Go Live

If Yes — specify which N/a
Milestones/Release Dates
would be affected

Impact on any Milestones of [N/a
lincorporation of change

Indicative impact on Phase of the work

Iresources for
change incorporation Design Build Test & Trial Operate

Labour

Materials/3rd Party

Impact on Service None
ILevels

Impact on IDD Yes

IPrice for Detailed Level Indicative/firm
IAssessment

[Price for Change Quotation Indicative/firm
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[Price for Change

Option 1 £137,900 (ex VAT) to develop and implement |Indicative

|(This Option is based on Sections 2and 3 [the change

of P36 Requirements Specification.) £1,608 (ex VAT) per month to Operate & Indicative
Maintain

Option 2 £189,900 (ex VAT) to develop and implement |Indicative

(This Option is based on Sections 2, 3 and [the change

4 of P36 Requirements Specification.)  i£2 215 (ex VAT) per month to Operate & Indicative
Maintain

Option 3 £170,400 (ex VAT) to develop and implement |Indicative

|(This Option is based on Sections 5 and 6 [the change

of P36 Requirements Specificationand  |£1,988 (ex VAT) per month to Operate & Indicative

Sections 2, 3 and 5 of P34 Requirements Maintain

Specification.)
£230,900 (ex VAT) to develop and implement |Indicative

Option 4 the change

(This Option is based on Sections 5, 6 f/lza,i(:]i);rgex VAT) per month to Operate & Indicative

and 7 of P36 Requirements

Specification and Sections 2, 3, 4 and

5 of P34 Requirements Specification.)

IAssumptions for the above Price:

None of the changes in the calculation described in Section 5 of P34 Requirements
Specification have any impact on the NETA Central Services and there is no impact on
the format or frequency of messages sent to NETA Central Services.

Logica will invoice 30% on receipt of CN or authorised start of work, 50% on completion
of acceptance tests, 20% on deployment or one month after completion of acceptance
tests, whichever is sooner.

Price does not include provision for indexation of daily fee rates with effect from 1% April
2002.

The Service Descriptions will have been updated by ELEXON and agreed with Logica
prior to commencement of work.

For all formal documentation which is subject to review, Logica shall provide one draft
issue and a maximum of 5 working days has been allowed for ELEXON to review and
comment on the updates. No allowance is included for addressing comments from
ELEXON and only one iteration of all reviewed documents has been included in this
price.

Within reasonable levels, ELEXON will make available appropriate staff to assist Logica
during the development of this change

There will be no new Service Levels.
The Maintenance charge has been estimated as a proportion of the price.
No allowance has been made for ELEXON to witness testing.

Testing will only be performed on our own system, with external interfaces being
simulated as necessary. No allowance has been made for testing with external
systems.

If the change is to be incorporated after Go Live, is this change
Iproposed to be a patch or release

Patch
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If patch, expected time of incorporation

If release - what release number

Release number

[Date

Release Date

|For High Level Assessment only —
is it a Detailed Level AssessmentYes

If No, estimate of time and resources required
to complete

|Resources Required to Detailed Level Assessment Change Quotation

undertake

|Labour

|Materials

Consequential amendments to
base line:

|Proposed method of Change/ [For option 1 the estimated time to complete the development of

\Work statement this change is 8 weeks.

For option 2 the estimated time to complete the development of
this change is 9 weeks

For option 3 the estimated time to complete the development of
this change is 10 weeks.

For option 4 The estimated time to complete the development of
this change is 10 weeks.
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|Proposed Plan for Change |

Week : Week | Week & Week - Week ¢ Week | Week | Week 8
ic{8 |Task Name A
1 P36 Option 1 —
2 Documentation —
2¢ Develop Change —
2¢ SAA Code Developmg] —
2] Loader —
37 Form H
47 Calculation Change H
57 SAA 1014 Report Ch p—
67 End of SAA Develop ’
6¢ Perform sub-system _
6¢ End of SAA Integratif .
7( End of MDCT ’
7] Build Deployment H
7€ Patch Testing —
94 Configuration & Live Pi H
10 Change Complete ’
Week 1 Week 2 Week 3 Week 4 Week 5 Week 6 Week 7 Week 8 Week
iD/8 _|Task Name
1 P36 Option 2 —
2 Documentation —
41 Develop Change —
4z BMRA Code Developme —
4z TibCo message and W —
52 End of BMRA Developme .
54 SAA Code Development —
58 Loader —
6t Form _
7t Calculation Changes H
8 SAA 1014 Report Chan —
ot End of SAA Development| ’
9% Perform sub-system Inte _
97 End of SAA Integration T ’
9 End of MDCT ’
4 Build Deployment _
10 Patch Testing —
12 Configuration & Live Patct _
12 Change Complete .
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Task Name

Week 1 Week 2 Week 3 Week 4 Week 5 Week 6 Week 7 Week 8 Week 9 Week 1}

P36 Option 3 (Includes P34 Optic

i

2 Documentation

25 Develop Change

24| SAA Code Development

27 2 Loaders

37] Form

47| Calculation Change

57] SAA 1014 Report Changes
67] End of SAA Development
68 Perform sub-system Integr
69 End of SAA Integration Te
7q End of MDCT

7] Build Deployment

74 Patch Testing

95 Configuration & Live Patch

10 Change Complete

pr—

¢’

Week 1 Week 2 Week 3 Week 4 Week 5 Week 6 Week 7 Week 8 Week 9 Week 10

[ Task Name

We
=

P36 Option 4

Documentation

Develop Change

BMRA Code Development

TibCo messages and Web pa

End of BMRA Development

SAA Code Development

2 Loaders

Form

Calculation Change

SAA 1014 Report Changes

End of SAA Development

Perform sub-system Integration

End of SAA Integration Tests

End of MDCT

Build Deployment

sl sl ol of gl o &l ol a of o af af o &l ~ -5

Patch Testing

12§

Configuration & Live Patch

124

Change Complete

o e E— ]
PE——

P —
—
—
¢

P—

—

—

(P

(P

|]"|
|

JHas the customer has indicated this is a competitive change

Service Provider Plan for competition

Risks/Constra

ints of competition

change includ

Service Provider plan for incorporation of

ing testing

plan above

Documentation to be produced by Service
Provider to enable competition according to

Indicative cos
competition

ts of Service Provider role in

JFor Change Notice only — to be completed by the Customer

[Basis for payment

Agreed Customer Caused Delay: Yes/No
If Yes, amount of delay

|[Date Change to become effective.

Is this to be a Release Date? Yes/No

IOther items as required under the Change Management Procedures
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ANNEX 5 — TRANSMISSION COMPANY ANALYSIS

The following represent the analysis received from the Transmission Company in response to
the Initial Consultation of Modification P34, and from the Impact Assessment of the
Requirements Specification (Reference 3 and 7) respectively.
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Initial Consultation Response

Response to BSC Consultation on P034 (P34_ASS_008 - NGC)

Paper by National Grid

September 2001

1

1.1

1.2

2.1

Summary

This document contains National Grid’s response to the BSC Consultation on BSC Modification Proposal PO34. National Grid, as
proposer, supports this modification.

National Grid supports the principle that it is inappropriate for Balancing Services providers to be exposed to imbalance prices when
they are delivering services that are assisting in overall system balancing. Furthermore National Grid supports the mechanism described
in PO34 for removing this exposure at source.

1.3  The document is structured as follows:
Section 2 - Description of current arrangements for the governance of Balancing Services;
Section 3 — An overview of the interaction between Balancing Services and the BSC;
Section 4 - Our view of BSC Modification Proposal P034;
Section 5 — Our general comments on Questions/Options;
Section 6 — A description of the interaction with other BSC Modification Proposals; and
Appendix A - National Grid’s Response to the Consultation Questions.

Governance of Balancing Services

The consultation on BSC Modification P034 raises questions and issues that currently fall outside of the governance of the Balancing
and Settlement Code. Therefore it is useful to consider the current industry governance arrangements for Balancing Services.
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2.2 The governance of Balancing Services is covered via the Transmission Licence, Grid Code, CUSC and the Procurement Guidelines, as
described below:

Balancing Services are defined within the Transmission Licence (Condition 1A) as:
Ancillary Services — as described within CC8 of the Grid Code and procured from Authorised Electricity Operators;
Balancing Mechanism Bids and Offers - Procurement arrangements are contained within the BSC; and
Other Services — which are available to National Grid and serve to assist in operating the Transmission System;

These definitions are further expanded within the Procurement Guidelines which are produced in accordance with LC7B.3;

The Grid Code (CC8) defines the different types of Ancillary Services as follows:

System Ancillary Services

- Part 1 — These are services that Generators are obliged to provide, and cover the requirement for Reactive Power and Frequency
Control;
Part 2 — These are services that Generators will provide only if agreement to provide them is reached with National Grid, and cover the
requirement for Fast Start and Black Start Capability; and
Commercial Ancillary Services — these services are provided where agreement is reached between the User and National Grid, and covers
services such as Standing Reserve, Fast Reserve, demand side services etc. Other Services fall under the definition of Commercial
Ancillary Services;

Contractual mechanisms for Part 1 System Ancillary Services are described with the CUSC and the prices and calculation of volumes of the
services are contained within Mandatory Services Agreements (MSA) the format of which is defined within the CUSC. These are standard
agreements for all Generators who are obliged to provide the mandatory services of frequency control and reactive power;

Part 1 System Ancillary Services are covered by cost reflective charging principles that are contained within the CUSC; and

Arrangements for Part 2 System Ancillary Services and Commercial Ancillary Services are contained within Commercial Services Agreements
(CSA) which are bilaterally negotiated between National Grid and the service provider. These are not part of the CUSC.

2.3 These governance arrangements have been developed through a number of industry consultations in respect of the development of NETA, the Initial
System Operator Incentive Arrangements and the development of the CUSC.
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3. Interaction between Balancing Services and the BSC

3.1 There are circumstances where the procurement and provision of Balancing Services interacts with the BSC via the imbalance price calculations. Two
examples of this are given below:

BSAD Methodology Statement — this document is produced via LC7B.6, and deals with the circumstance where the costs and volumes of
Balancing Services procured via mandatory or commercial arrangements are included in the calculation of Imbalance Prices as described within
the BSC. The BSAD Methodology Statement is established by National Grid and approved by the Authority; and

System-to-System flows — these result from commercial Balancing Services contracts that National Grid enters into with Externally
Interconnected System Operators, where the volume of energy delivered as a result of the contract is transferred to the Energy Account of the
Transmission Company (thus incurring no imbalance exposure). The Transmission Company determines the associated volume delivered as per
the contract in accordance with a methodology that is approved by the Authority (as per BSC R7.5.3).

3.2 There can also be an impact on Balancing Services providers as a result of the BSC.

3.3 Balancmg Services are provided by a number of different classes of participants:
Generation participating in the Balancing Mechanism;
Generation that does not participate in the Balancing Mechanism;
Demand Side providers participating in the Balancing Mechanism; and
Demand Side providers that do not participate in the Balancing Mechanism.

3.4 In general, provision of a balancing service will result in the deviation of output from the position anticipated at Gate Closure (this will be either
directly via the service providers BM Unit or indirectly via the BM Unit that an embedded service provider is associated with). This is not true in all
circumstances, as some Balancing Services are delivered prior to, or at, Gate Closure (warming, energy trading etc), and others result in no change in

active MW output (e.g. reactive power).

3.5 The deviation caused by the delivery of Balancing Services is dealt with in different ways for different services and different categories of provider:

‘Normal’ BM actions — via Bid/Offer Acceptance in accordance with the BSC (for energy balancing purposes);

‘Balancing Services’ BM actions — via Bid/Offer Acceptance in accordance with the BSC but at a pre-agreed, contracted Bid/Offer price (for
instructed services such as standing reserve);

System-to—System flows — as described above, there are specific arrangements in place to protect Externally Interconnected System Operators
from imbalance, by transferring the Balancing Services volume delivered to the Transmission Company Energy Account;

Automatic generator response — for mandatory frequency response, where the delivery of the response is currently exposed to imbalance prices;
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Non BM participants — instructed in a number of ways (outside of the BM) resulting in imbalance exposure for the associated BM Unit; and
Other circumstances — there are other circumstances where the delivery of a balancing service will lead to exposure to imbalance prices.

P034 is intended to remove the imbalance charges arising as a result of the last three of the bullet points above.

BSC Modification Proposal PO34

P034 seeks to remove exposure to imbalance charges arising under the BSC when certain balancing services are being provided. It is National Grid’s
view that it is not appropriate for service providers to face this exposure, or indeed, transfer this exposure to National Grid via contractual
mechanisms outside of the BSC.

P034 proposes a mechanism whereby the volume of balancing services provided by any service provider is transferred from the energy account of
that service provider (or the BM participant associated with the actual provider) to the energy account of the Transmission Company, thereby

removing any exposure to imbalance prices at source.

It is envisaged that the volume of balancing services would be calculated via an agreed methodology (similar to the BSAD Methodology Statement, or
System-to—-System Flows methodology) which would be agreed between National Grid and the Authority.

It is National Grid’'s view that P0O34 proposes a simple and efficient mechanism for removing imbalance exposure of balancing services providers, be
they generation or demand, or BM or non-BM participants. Furthermore National Grid believe that P034 can be accommodated within the existing
governance framework for Balancing Services and the BSC.

General comments on Questions/Options

Our detailed response to each of the questions and issues raised in the consultation is contained within Appendix A.

In general National Grid believe that the original intention of P034 should be maintained, as stated in paragraph 1.2 above

5.3 The questions and options raised in this consultation range far wider than P034 and cover issues associated with where the volumes of
Balancing Services are defined along with where the prices that National Grid pays for these services are defined. For example, were option 2 to be

agreed, this is effectively setting the price for Frequency Response at the Bid/Offer price as submitted via the BSC. This price is currently dealt with
via other mechanisms and is not an alternative to P034. It is a different proposal entirely.
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A number of these options have also been raised via another BSC Modification proposal (P036), and via the pre-CUSC Working Group on Frequency
Response Imbalance Compensation. National Grid believes that significant further work, analysis and consultation is required before any of the
established industry governance principles are changed in respect of the costs and volumes of Balancing Services. However, P034 can be

accommodated within the existing governance structure and will ensure that the principle of removing imbalance exposure from service providers is
achieved.

Interaction with other BSC Modification Proposals
It is important to note that there is interaction with other current BSC Modification Proposals:

P26 - Market-Driven Trading Neutrality Band. This BSC Modification proposal is proposing a deadband around energy account volume on which
imbalance is not incurred. It should be noted that this is inconsistent with P034, which is attempting to calculate an exact volume of imbalance
that should not be subject to imbalance. National Grid does not support P26 as currently drafted, and believes that the principle of P034 should
be used and that the incentive to maintain balance should be maintained; and

P36 - Bid-Offer Acceptances Relating to Applicable Balancing Services. It is our view that P36 is merely Option 5 in the consultation document.
Therefore there is an interaction between this consultation and P034, but as stated above we believe that it is dealing with different issues.
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APPENDIX A

National Grid’s Response to the Consultation Questions:

With respect to the Modification Proposal P34 and each of the Options, please respond to the following questions by completing the table:

Question YES NO

Q1 Do you Agree with the Principle that “The Provider of Balancing Services should not be exposed to the YES
consequence of imbalance for the portion of energy attributable to the provision of that Balancing Service,
subject to the volume calculation and the delivery of the service.”

Additional Comment:

National Grid fully supports this principle. Furthermore, National Grid believes that BSC Modification P34 is the appropriate way to achieve this, and that it can
be achieved within the existing governance model for balancing services.

There are two alternative ways to achieving this principle:

1) As described within P34, where the imbalance exposure is removed within the BSC, thereby removing imbalance exposure entirely. National Grid believes
that this is the appropriate route, to ensure that no perverse incentives are placed on providers of Balancing Services.

2) The removal of exposure to the consequence of imbalance can be achieved outside of the code via the contractual arrangements in place between National
Grid and the Balancing Services providers. This method however, only serves to transfer the imbalance exposure into the contractual arrangements between
National Grid and the service provider. A decision then needs to be made as to where the eventual risk should sit. If National Grid is to take on this risk (via
the exposure to imbalance charges) then it will be reflected in the Balancing Services Use of System charge, along with the original imbalance payments
contributing to the overall Residual Cashflow as calculated via the BSC. This could be viewed as an inefficient flow of cash around the industry. If National Grid
is not able to take on this risk then Balancing Service providers may be discouraged from providing the service. Either way it seems inappropriate for the risk
to be managed by another party, with its consequential impact on the cost of providing the service when the risk can be removed entirely.

National Grid is of the view that alternative 1 is the best approach to better meet the applicable BSC objectives.

Q2 In consideration of Modification P34, the Modification Group identified the following issues. Do you agree with each of issues | YES NO
below?
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Issue 1 | Should the definition of “applicable” balancing services include only mandatory or all Balancing Services (mandatory and NO
commercial balancing services)

Additional Comment:

National Grid does not believe that this question is relevant in relation to P034. It is envisaged that the achievement of P34 will be via a separate
methodology which will be referenced in the BSC, visible to all participants, and agreed with the Authority. This methodology will provide the
detail of those balancing services where imbalance exposure arises as a result of provision of a balancing service.

National Grid does not believe that it would be appropriate to draw any distinction between mandatory and commercial services for the purposes
of this modification as National Grid believes that it is inappropriate for any provider of balancing services (mandatory/commercial,
generation/demand) to be exposed to imbalance prices as the very provision of the service is helping to balance the overall system.

Issue 2 | Should the removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision | YES
of that Balancing Service fall under the governance of the Balancing and Settlement Code?

Additional Comment:

National Grid believe that the removal of exposure to the consequence of imbalance should be addressed at source via the mechanism described in P034.
National Grid envisage a separate methodology which will be referenced in the BSC, visible to all participants, and agreed with the Authority. This methodology
will provide the detail of those balancing services where imbalance exposure arises as a result of provision of a balancing service.

Issue 3 | If removal of exposure to the consequence of imbalances as a result of the volumes attributable to the provision of that NO
Balancing Service fall under the governance of the Balancing and Settlement Code, should the definition of the “applicable
balancing services” and calculation of the associated volume fall under the Balancing and Settlement Code.

Additional Comment:

The governance model for Balancing Services is described elsewhere in this response. This model has developed and been agreed over a number of industry
consultations in the run up to NETA Go-live. National Grid believe that it would be inappropriate to change this governance model.

National Grid believe that if the BSC defined ‘applicable balancing services’ then it is possible that this list could contain services that do not fall within the
definition within the Transmission Licence, leading to potential inconsistencies, and in the extreme, licence breach by National Grid.

Issue 4 | Should the proposal be made retrospective (as per the proposal 23" August 2001) or only prospective? YES
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Additional Comment:

National Grid considered that the modification should be raised as an urgent modification because of the view of certain providers of this service.
This led to serious concern that the services may be withdrawn leading to a deterioration of system security standards. National Grid recognise
that the current arrangements for compensating Balancing Services providers for imbalance exposure have a number of shortcomings and believe
that they should be addressed as soon as possible. With this in mind, National Grid supports a retrospective implementation of this proposal (23
August 2001)
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Consultation Questions (continued):

Modification / Option View

For/Against

Modification Proposal P34 For

Option 1 — P34, No Retrospection Against

Rational/ BSC Objective :

Our views on retrospective application are provided in our response to Issue 4 (above). We believe this better facilitates BSC objectives (a), (b) and (c) by
ensuring that service providers are appropriately compensated for the provision of these services and continue to make them available.

Option 2 — Mandatory Balancing Services Volumes as Bid — Offer Acceptances (BOASs) Against
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Rational/ BSC Objective:

We do not think it is appropriate to draw any distinction between Mandatory and Commercial balancing services in relation to compensation for imbalance
exposure.

Bid Offer prices may not be appropriate for the provision of Balancing Services. Certain Balancing Services which are governed by the CUSC have cost
reflective charging principles within the current governance mechanisms and it is not clear to National Grid as to how these cost reflective principles will be
maintained if the Bid Offer price is used. National Grid also believe that use of Bid Offer prices for frequency response will result in these prices applying to
provision of different services, for example energy balancing via ‘normal’ Bid Offer Acceptance, and system balancing via ‘frequency response delivery’ Bid
Offer Acceptance.

Using the Bid Offer price for provision of different types of Balancing Services will result in system services returning into the price stack for imbalance
prices. Assuming that these are implemented via a half hourly BOA, in the case of continuous services (for example, mandatory frequency response) this
will be counter to the intention of the outcome of P18. If the ‘balancing services’ BOA was issued on a minute by minute basis then this could cause
significant implementation issues associated with the calculation and application of the minute by minute BOAs.

In certain circumstances the service provider will not be the lead party of the BM unit which is offering into the Balancing Mechanism. For example, a
demand side standing reserve provider could be operating ‘under’ a supplier BM Unit. In this case it may be totally inappropriate to use the Bid Offer price
of the Supplier BM Unit to pay for the delivery of the Balancing Service from the embedded provider. Also, any Bid Offer Acceptance payment which would
be due via the BOA would be paid to the supplier, not the service provider. Under P34, the payment would be made directly from National Grid to the
service provider via the relevant balancing services contract.

It is National Grid’'s view that this question raises a different issue than that raised by P034. P034 is associated with the principle of whether it is
appropriate to remove imbalance exposure from providers of balancing services when the services are helping to balance the system. This question actually
asks a different question about what the right price to pay for Balancing Services is, and therefore National Grid do not think it is appropriate to ask the
question in relation to P034. The issue of prices of Balancing Services is currently dealt with via established governance processes described elsewhere in
this document (e.g. CUSC, bilateral agreements, tender processes)

Option 3 — Mandatory and Commercial Balancing Services Volumes as Bid — Offer Acceptances (BOAS) Against

Rationale/ BSC Objective:

It is National Grid’'s view that this question raises a different issue than that raised by P034. P034 is associated with the principle of
whether it is appropriate to remove imbalance exposure from providers of balancing services when the services are helping to balance
the system. This question actually raises a separate issue about where the volumes of Balancing Services are defined, and therefore
National Grid does not think it is appropriate to ask the question in relation to P034. The issue of volume of Balancing Services is
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currently dealt with via established governance processes described elsewhere in this document (e.g. CUSC, bilateral agreements,
tender processes)

In general the same comments raised in our response to Option 2 apply.

Option 4 - P34, No Retrospection, methodology under the Code

Rationale/ BSC Objective:

Our views on retrospection are detailed in response to issue 4 (above), along with the response on options 2 and 3.

Option 5 — Mandatory Balancing Services Volumes as BOAs, methodology under the Code

Rationale/ BSC Objective:

Same comments as per Option 2, 3 and 4 apply

Option 6 — Mandatory and Commercial Balancing Services Volumes as BOAs, methodology under the Code

Rational/ BSC Objective:

Same comments as per option 2, 3 and 4 apply

Additional Comments on Options:

Q4. With respect to the Modification Proposal and each of the Options, please provide an indication of a preferred “effective from” date:

Modification Proposal P34 (note that P34 proposes a retrospective effective from date):

23 August 2001
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b Assessment Consultation Response

Response to BSC Consultation on P34/P36 (P34&P36_ASS_014 - NGC)

Paper by National Grid

November 2001

1. Summary

1.1

1.2

13

This document contains National Grid’s response to the BSC Consultation Paper on
BSC Modification Proposals P34/P36 dated 14 November 2001. National Grid, as
proposer, supports Modification Proposal P34.

We support the key principle agreed by the Modifications group that ‘the Provider
of Balancing Services should not be exposed to the consequence of
imbalance for the portion of energy attributable to the provision of that
Balancing Service, subject to the volume calculation and the delivery of
that service’ (BSC Consultation Paper on P34/P36, November 2001,
Appendix B). Furthermore we believe that the mechanism proposed in P34 is the
best way to achieving this.

We do not support P34 Alternative, P36 or P36 Alternative. The reasons for this are
described in detail in this consultation response. In general however, we believe
there are two fundamental reasons why these proposals are not appropriate:

. Governance. Implementation of P34
Alternative, P36 or P36 Alternative would result in a change to the governance
model that was developed in the run up to NETA Go-live. Each of these proposals
would shift issues, currently under the governance of the CUSC or Transmission
Licence, into the governance of the BSC (for example, the calculation of volumes
of certain types of Balancing Services).

We do not believe it is appropriate to alter the existing governance model for the
following reasons:

it would result in duplication between the
BSC and the CUSC (and their associated systems);

it would lead to confusion in respect of
overall governance;

it would reduce transparency; and

Ofgem have made clear statements of where
they see governance for different issues sitting (Conclusions document
on CUSC, May 2001).

P34 would not result in any change in the extant governance model, and we
believe that this is the appropriate modification to progress. We also feel it would
be appropriate to reject P36 under BSC and for the issues it raises to be
considered under the CUSC via CUSC Amendment Proposal CAP010 (which
achieves the same result as P36, but under CUSC governance).

= Payment mechanisms for Balancing Services. Implementation of P36 or
P36 Alternative would result in a change to the way that certain types of
Balancing Services are paid for. Specifically they would result in Balancing
Services delivered energy being valued at Bid and Offer prices. We believe that
this is inappropriate in relation to obligatory, cost-based services such as
mandatory frequency response as it will lead, if introduced in isolation, to an
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increase in the cost of mandatory frequency response. This increase would be
borne by BSC Parties through an increase in BSUoS charges.

We are also of the view that paying for mandatory frequency response services
at bid/offer prices will lead to significant difficulties in optimising overall response
holding, potentially giving rise to higher overall costs, and less transparent
decision making associated with balancing the system.

P34 or P34 Alternative would not result in a change to the existing payment
mechanisms.

1.4 We believe that consideration of the key principle agreed by the Modifications Group
(removal of imbalance exposure) should not be hindered by other issues associated
with Balancing Services (for example, their payment mechanisms). P34 Alternative,
P36 and P36 Alternative all raise issues that complicate the debate about reaching
the primary objective of P34. We therefore feel that the proposal P34 best achieves
the key principle by removing at source the energy volume associated with the
Balancing Service in an effective and simplistic way, without altering the current
governance arrangements, or changing any of the current payment mechanisms.

1.5 The remainder of our response is structured as follows:
. Section 2 - Our response to the consultation questions
. Section 3 - Current treatment of Imbalance and the existing Governance model.
. Section 4 — Description of the proposed modifications
. Section 5 - Governance under the proposed Modifications.
. Section 6 - Our view for BSC Modification Proposals P34, P34 Alternative, P36
and P36 Alternative.
. Section 7 — Assessment against relevant BSC Objectives
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2. National Grid’s Response to P34/P36 Consultation Questions:
Respondent: | National Grid
Yes/No
Our rationale in responding to these questions is structured as follows:
1) whether the proposal/alternative proposal achieves the primary objective of these related proposals (i.e. the removal of exposure to
imbalance prices when providing relevant Balancing Services)
2) whether the mechanism proposed by the proposal/alternative proposal is consistent with the existing industry governance industry model.
We outline our reasons why we feel that it is inappropriate to change this model elsewhere in this document.
3) whether the mechanism proposed by the proposal/alternative proposal changes any of the current arrangements for the treatment of
relevant Balancing Services (for example, their payment mechanisms).
We believe that it is appropriate to debate issues associated with the governance and payment of relevant Balancing Services through other
industry forum (for example, the CUSC Amendment Panel).
We would like to re-iterate our support of P34 YES
Rationale:
1) P34 achieves the primary objective of these related proposals
2) P34 fits in with, and is consistent with, the existing industry governance model
3) P34 does not change any of the current arrangements for the treatment of relevant Balancing Services
Q1 Please indicate whether you support the P34 Alternative NO

Rationale:

1) P34 Alternative achieves the primary objective of these related proposals

2) P34 Alternative would result in a shift in governance by moving the definition of Applicable Balancing Services, along with their volume calculation, to the
BSC.

3) P34 Alternative does not change any other current arrangements for the treatment of relevant Balancing Services

Q2 Please indicate whether you support P36 as drafted | NO

Rationale:
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1)
2)
3)

P36 achieves the primary objective of these related proposals
P36 would result in a shift in governance by moving the definition of Applicable Balancing Services, along with their volume calculation, to the BSC.
P36 would result in a change to the payment arrangements for relevant Balancing Services by valuing the Balancing Services energy delivered at the

prevailing bid/offer price, and making that payment through the BSC. We believe that this is inappropriate for the following reasons:

Certain Balancing Services (for example mandatory frequency response) are governed by cost reflective

charging principles and we believe that P36 represents a move away from these principles;

P36 could lead to difficulties in securing the economic optimisation of Balancing Services if the use of bids
and offers is extended to cover the cost of automatically delivered balancing services as well as manually initiated balancing services (this is illustrated by
the example in Appendix A). This could lead to an increase in the overall cost of securing these services which will be reflected in higher BSUoS charges;

P36 as drafted could lead to the effective withdrawal of mandatory services on a price basis, resulting in

prohibitively high costs being incurred in balancing the system (again this issue is highlighted by the example attached in Appendix A);

It is our view that any change to payment arrangements for specific Balancing Services (e.g. mandatory
frequency response) need to be considered in the light of an eventual move to enduring market based arrangements. It is not clear to us how P36 will
help in respect of moving towards this, and delivering any of the expected benefits of more market based arrangements for service procurement;

P36 does not directly apply to Balancing Services providers who chose not to participate in the Balancing

Mechanism (for example small scale, demand side players).

As stated elsewhere, we believe that it is appropriate to debate these issues, as raised by P36, via the Amendment Procedures described in the CUSC, during
the consideration of CAP010. This is currently being progressed by the Balancing Services Standing Group.

Q3 Please indicate whether you support P36 Alternative | NO

Rationale:

1)
2)

3)

P36 Alternative achieves the primary objective of these related proposals

P36 Alternative would result in a shift in governance by moving the definition of Applicable Balancing Services, along with their volume calculation, to the
BSC.

P36 would result in a change to the payment arrangements for relevant Balancing Services and we believe that it is inappropriate for the same reasons
as outlined in Q2 above, with the exception that it allows the application of P34 to non-BM participants.

Q4 Please indicate whether you support the definition of Class A and Class B Balancing Services and if not what alternative | NO

would you propose

Rationale:

We do not support the definition of Class A and Class B Balancing Services
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We do not believe that any further definition of Balancing Services is required, but if it were then it must be consistent with, or refer to, other definitions for
Balancing Services contained within the Grid Code or Transmission Licence.

Q5 Please indicate whether (and why) you support the position in P36 Alternative that payment for Balancing Services

Energy as Bid Offer Acceptance is obligatory for Class B. If you do not support “Obligatory”, please state your reasons and
identify any other approaches you would prefer

Rationale:

NO

We do not support this for the reasons given in our answer to 3 above.




3.1

3.2

4.1

4.2

ASSESSMENT REPORT
Page 238 of 264

Current treatment of Imbalance and the existing Governance model.

This section contains a description of the existing governance model and the current treatment
of imbalances associated with relevant Balancing Services.

Current Treatment of Imbalance

Currently any energy imbalance charges arising when a service provider delivers mandatory
frequency response are refunded to that provider via a mechanism described within the CUSC.

There are a small number of bilateral agreements for commercial frequency response services
that replicate the arrangements in CUSC for imbalance compensation. In describing the current
process in the rest of this document we will assume that these are covered by the
arrangements for mandatory frequency response.

There are no other specific arrangements for compensation when providing other balancing
services (such as reserve services). Non-BM participants (or their associated lead party)
therefore incur imbalance charges when they provide these services. It could be assumed that
these providers build an ‘imbalance premium’ into their overall price for service provision. A
number of these providers have indicated to us that they are unwilling to continue taking on
this risk of imbalance exposure.

Summary of the Governance arrangements for Balancing Services

The governance of Balancing Services, as established via industry consultation in the run up to
NETA Go-live, is covered via the Transmission Licence, Grid Code, CUSC and Procurement
Guidelines.

Balancing Services are defined within the Transmission Licence (these definitions are
further expanded within the Procurement Guidelines, which are established pursuant to
Special Licence Condition AA4);

The Grid Code defines the different types of Ancillary Services (a sub-set of Balancing
Services) as Part 1 Ancillary System Services, Part 2 Ancillary Services and Commercial
Ancillary Services;

The contractual mechanisms for Part 1 System Ancillary Services and the calculations
specifically required for imbalance volumes relating to them are described within the CUSC.
Prices and plant specific characteristics of the services are contained within Mandatory
Service Agreements (MSA);

Part 1 System Ancillary Services are covered by cost reflective charging principles that are
contained within the CUSC (reference CUSC 4.4); and
Arrangements for Part 2 Ancillary Services and Commercial Ancillary Services are contained
within Commercial Services Agreements (CSA) which are bilaterally negotiated between
National Grid and the service provider.

Description of the proposed modifications.

P34 proposes a mechanism whereby any liability for imbalance is removed at source. It seeks
to amend the settlement calculations within the BSC such that any imbalance caused by the
delivery of certain Balancing Services is transferred from the provider's Energy Account to the
Transmission Company’s Energy Account, thus removing exposure to Imbalance Charges. This
modification is proposed as retrospective applying from 23 August 2001.

P36 seeks to create Bid — Offer Acceptances for the energy attributable to the provision of
certain Balancing Services, thus removing it from the consequence of exposure to Imbalance
charges and thus paying for the energy at the prevailing bid or offer price. This modification
would be made prospectively.
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P34 Alternative is based along the same lines as P34, however the definition of ‘Applicable
Balancing Services’ and the associated volume calculation would be under the BSC, rather than
National Grid’'s Licence, CUSC and Ancillary Service Contracts. This modification would be made
prospectively.

P36 Alternative applies P36 to one class of Balancing Services (class B — mandatory services)
and P34 to another class (class A — other services). The required definitions and calculations
would sit within the BSC. This modification would be made prospectively.

The main difference in the mechanisms for the proposals is that P34 adjusts the accepted Bid -
Offer volume after payments have been made for Bid/Offer Acceptance, whilst P36 makes the
adjustment prior to payment. The implication of the adoption of P34 would be that that all
applicable Balancing Services energy would continue to be paid in accordance with the existing
principles defined in the CUSC or in accordance with bilateral contracts. However, P36 would
result in a move away from this approach with all applicable Balancing Services energy being
paid at Bid or Offer price. P36 Alternative is a hybrid of P34 and P36.

5. Governance under the proposed Modifications.

51

The current process for imbalance compensation payments is described in 3.1 above. In detail
the steps undertaken are

(1) Imbalance charges are incurred when certain types of balancing services are delivered.
These imbalance charges are calculated in accordance with the BSC;

(2) The CUSC contains the equations required to calculate the volume of service delivered, for
the applicable services;

(3) The CUSC then describes how the imbalance exposure, to this volume, is refunded to or
from the service provider; and

(4) The CUSC then describes how the payment for this volume is made (currently this is done
at a reference price).

This process only currently relates to the Balancing Service of mandatory frequency response,
and each of the modifications seeks to widen the definition so that it applies to different types
of balancing services. We will now go on to explain how each of the proposed modifications
impacts on this governance model.

5.1.1 P34 proposes that payment (1) is removed at source. The volume calculation in (2)
remains in CUSC (or relevant CSA) and will be replicated within an ‘interface’ document
which sits between the BSC and the CUSC. This document will translate the Balancing
Services volume from the CUSC into the BSC, with the BSC making reference to the
‘interface’ document. Under P34 payment (3) would no longer be required and
payment (4) would be made at the appropriate rate.

5.1.2 P34 Alternative proposes a similar mechanism, with payment (1) being removed at
source, and payment (3) no longer required. However, rather than an interface
document between the BSC and CUSC, the BSC would include a definition of the
Balancing Services, and the methodology for the volume calculation described in (2).
This would result in duplication of definitions and equations in the BSC and
Transmission Licence. The methodology for the volume calculation would also still be
in the CUSC (or relevant CSA) to pay for the service delivery under (4).

5.1.3 P36 delivers a Bid-Offer Acceptance applied to cover the volume of Balancing Services
delivered. Therefore payment (1) disappears as no imbalance charge is incurred; this
is effectively replaced by the Bid/Offer payment. This payment replaces the
requirement for the payment in item (4), moving (4) from CUSC (or CSA) to the BSC
and changing the reference price to the prevailing Bid/Offer price. The payment in (3)
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is no longer required as no imbalance exposure is incurred. P36 proposes that the
volume calculation in (2) be duplicated in the BSC.

5.1.4 P36 Alternative allows for the distinction between different classes of Balancing
Services, some of which are treated as P36 above, and some of which are treated as
P34 Alternative, as above.

National Grid’s view on the issue of Governance

National Grid disagrees with the Modifications Group principle ‘Including, within the BSC,
the definition of Applicable Balancing Services and associated Balancing Services
Volume Calculation provides the opportunity to ensure that any subsequent
changes would better facilitate the achievement of the applicable BSC Objectives
and specifically provides transparency of these changes to market participants’
(BSC Consultation Paper on P34/P36, November 2001, Appendix B). We believe that
the overall industry governance structure that exists allows the Authority to consider the full
impact of proposed modifications across all affected areas (including BSC, CUSC and other
codes).

It is useful to consider the distinction that has been developed between the BSC and the CUSC.
Ofgem/DTI concluded that terms relating to the Mandatory Balancing Services should be
contained within the CUSC, thus:

‘The BSC will not be used for the recovery of system balancing costs. These costs
will be recovered through BSUo0S charged, and hence contractually through CUSC.
Ofgem/DTI therefore consider it appropriate for terms relating to mandatory
services to sit within the CUSC’ (NGC’s connection and use of system code: scope, content
and associated licence conditions, An Ofgem/DTI conclusions document May 2001,section
3.60).

National Grid believe it would be inappropriate to change this governance model by explicitly
incorporating the detail of applicable Balancing Services and their associated volume calculation
into the BSC, as would be the case with P34 Alternative, P36 and P36 Alternative.

We also believe that it would be inappropriate to alter the existing governance model for the
following reasons:

it would result in duplication between the BSC and the
CUSC (and their associated systems);

it lead to confusion about overall governance; and

it would reduce transparency.

6. BSC Modification Proposals

6.1

This section outlines other, more detailed issues associated with each of the proposed
Modifications.

P34/P34 Alternative

The proposed mechanism within P34/P34 Alternative removes imbalance at source, such that
any imbalance caused by the delivery of certain Balancing Services is transferred from the
provider's Energy Account to the Transmission Company’'s Energy Account. A non-BM
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Balancing Services Provider would have to notify National Grid of its Lead Party so that the
relevant energy volume is transferred from the appropriate party. This resolves the issue of
exposure to imbalance for non-BM units. A Demand side provider no longer faces the issue of
forcing their supplier into imbalance, as the related energy is removed from the supplier's
energy account. Thus, P34 covers all Balancing Service providers and removes exposure to the
consequence of imbalance for the portion of energy attributable to the provision of that
Balancing Service in the same way for all service providers.

P36/P36 Alternative

The proposed mechanism for P36 is restricted to Balancing Mechanism participants only. Non-
BM participants who are service providers would fall outside of the scope of P36. Not all
service providers are the lead party of the BMU they form part of. The energy payment is
made to the lead party (not the service provider) and the service provider has no direct control
over the Bid and Offer Prices submitted for the BMU. For example, the mechanism for P36
would be inappropriate to Demand side providers. The Demand side provider could potentially
force their supplier out of balance. The relevant supplier would then be compensated for
imbalance at their Bid and Offer prices, which would not be determined by the service
providers, and which would not necessarily reflect the value of service provided.

P36 Alternative applies P34 Alternative to one class of providers, and P36 to another class.
Although this redresses the issue of scope, National Grid believes this leads to other issues,
which will be expanded on below.

Restrictions of Paying for imbalance volume at Bid and Offer Prices:

. Mandatory Services are provided in accordance with
the CUSC on a cost reflective basis. We believe that under the mechanism in P36 and P36
Alternative cost reflectivity for Mandatory Services would be lost as the energy volume
associated with the services would be paid at Bid and Offer Prices. We are of the view that
this represents a clear shift from cost to value. A mandatory service provider could
effectively make the system prohibitively expensive to operate by submitting extreme Bid
and Offer prices. Since mandatory services are essential to the secure operation of the
system this may cause difficulties in securing system balance at optimum cost. For
example a situation could arise where there is a large disparity between the price of Bid-
Offer Pairs in the ladder.

. To achieve full optimisation it would be necessary to
develop probabilistic techniques to attempt to forecast the expected response behaviour of
each generator relative to system frequency. The example in Appendix A illustrates how
frequency deviations of differing magnitudes could result in a generator moving from a
cheap bid/offer range to a very expensive one.

. A provider of an applicable Balancing Service would
only be paid for the energy attributable to the provision of that Balancing Service at their
submitted Bid and Offer Price. This price may not be the same for different types of
deviations in the Balancing Mechanism; the cost associated with a manually initiated
decrease or increase from a provider’s physical output will not necessarily be the same as
the cost of an automatically initiated increase or decrease resulting from the provision of
balancing services.

. Where more than one service provider forms part of a
BM Unit, only a single Bid/Offer Price ladder may be submitted. This does not allow the
individual providers to correctly reflect their costs in their price ladder.

The issues described here are illustrated in the example provided in Appendix A. Issues
associated with the optimisation techniques required are described in further detail in Appendix
B.
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Impact on BSUoS

It is our view that P36/P36 Alternative as proposed could lead to an increase in balancing costs
which would be reflected in an increase in the BSUoS charge. This is fully discussed in a paper
by National Grid which was circulated round the Modifications Group, ‘Impact on BSUoS
charges and RCRC from the delivery of Mandatory Response under current arrangements and
under P34 and P36’, 31 October 2001.

Frequency Response Market

We are committed to the development of an implementation plan for a Frequency Response
Market and the Balancing Services Standing Group (BSSG - established under CUSC) is working
on this issue.

We believe it is important that the issues raised by these modifications should be considered in
the context of the whole market debate. We believe that P34 paves the way for market
arrangements by removing the perversity of imbalance exposure when delivering the services.
Whilst the other proposed modifications achieve the removal of imbalance exposure, they also
introduce further complexity which we believe do not necessarily represent steps in the right
direction towards frequency response market arrangements.

We believe that it is appropriate for these issues to be considered at the BSSG.

Impact on System Operator Systems

We have performed Impact Assessments on System Operator systems in respect of P34 and
P36. Please note that these Impact Assessments have been carried out in short timescales and
do not constitute a formal estimate of the timescales and costs likely to be incurred. A fuller,
more detailed impact assessment will be required once it is clear which modification is
approved. It will also be necessary to consider the impact in respect of other BSC driven
developments such as P12, P22 and P33.

Impact on Control Room Systems
P34 will not impact on these systems.

P36 will impact on the algorithm used to optimise frequency response holding as it changes the
way that delivered response energy is paid for. Amendments, with varying degrees of
complexity, could be made to this algorithm to include some type of bid/offer indicator in the
optimisation process.

There is a potential crude enhancement which adds a penalty onto the response holding cost
for each BMU to represent the probabilistic expectation of the response delivered energy and
its cost. Our estimate for the investigation and development required to the dispatch algorithm
for this crude enhancement is £150k, with a delivery time of approximately 9 months.

Significant further analysis would be required in order to develop the dispatch algorithm to fully
optimise response holding under a P36 scenario. A full optimisation would require the
development of probabilistic techniques to attempt to forecast the expected response
behaviour of each generator relative to the system frequency, and the interaction of this
behaviour with its bid/offer ladder. We have not yet attempted to quantify this effort but it is
likely that significant research would be required.

Impact on Balancing Services Systems

P34/P36 impact on the systems used to settle Balancing Services Contracts, and in particular
the system used to calculate the volume of these services. Currently these volumes are
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calculated using data from the Initial Interim (I1) Settlement Run, however the requirement
specification states that the volume has to be provided to the SAA prior to the Il run. Additional
development (to establish new interfaces) would be required to calculate these volumes prior
to the Il run, and the estimates provided assume that this is the case. If, however, the data
can be provided after the Il run, then the costs and timescales would reduce.

P34 development estimate £50k, delivery time 3 — 4 months, starting March 2002.

P36 development estimate £80 - 130k, delivery time 5 — 8 months, starting March 2002.

BSC Objectives

It is our view that P34 Alternative, P36 and P36 Alternative do not better facilitate the BSC
Objectives as set out in the Transmission Licence, Condition C3, paragraph 3.

We believe that the mechanisms proposed for P36 and
P36 alternative would not facilitate ‘the efficient, economic co-ordinated operation
by the licensee of the licensee’s transmission system’. It is likely not to be
economic to pay for imbalance volume at Bid and Offer prices as stated in 6.2 as this could
make the system prohibitively expensive to operate also with the effect that BSC Parties
could also face an increase in BSU0OS charges.

We also feel that the proposals P34 Alternative, P36
and P36 Alternative would not be ‘promoting efficiency in the implementation and
administration of the balancing and settlement arrangements’. By duplicating the
applicable balancing services and associated volume calculations in the BSC, any BSC
modification would have to be done in parallel with modifications to the CUSC (or relevant
industry document). The duplication of information between documents, which effectively
govern the operation of our activities, is not in line with efficient implementation and
administration of the balancing and settlement arrangements.
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Example Example Example Example
MEL
500 MW df = -0.1 hz df = -0.5 hz df = -0.1 hz 50MW offer bought for
dvwW = 30MW dvW = 80MW dVMW = -20MW energy balancing, then

df =-0.1 hz
dvw = 30MW

Offer 1000

Bid 50

Offer 20

Bid 15

PN

300 MW

Bid -99,999

Offer 50

SEL Payments

200 MW Low frequency 50MW of low High frequency

response delivery
paid at £20/MWh

frequency response
delivery paid at
£20/MWh, 30MW
paid at £1000/MWh

response delivery paid
at - £-99,999/MWh,
i.e. effective
withdrawal of service
on price

50 MW Offer bought at £20/MWh
Low frequency response delivery
paid at £1000/MWh
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Consider a generator that offers in a physical notification of 300MW, with other parameters and prices
as shown in the diagram. The generator is held in frequency responsive mode. A number of
circumstances could arise, all leading to different payments arising.

Example 1

Here the frequency happens to fall by 0.1Hz. The generator delivers 30MW low frequency response in
accordance with his frequency response matrix table. This 30MW of delivery would be paid for at
£20/MWh for the duration of the delivery.

Example 2

In this example, the frequency falls by 0.5Hz. The generator delivers 80MW low frequency response in
accordance with his frequency response matrix table. The first 50MW of delivery is paid at £20/MWh for
the duration of the delivery, whilst the remaining 30MW attracts £1000/MWh for delivery.

Example 3

In this example the frequency rises by 0.1Hz and the generator reduces his level by 20MW in
accordance with his frequency response matrix table. This 20MW would attract the bid payment of -
£99,999/MWh for the duration of delivery. In practice we would not hold this plant in responsive mode
due to the high costs associated with delivery, and the plant would have effectively withdrawn his
response service on a price basis.

These examples illustrate how a provider may be an attractive choice to provide low frequency
response, but prohibitively expensive for high frequency response. Governor characteristics and the
contracts that model them do not allow high and low frequency response to be held in isolation.
Therefore in the case described by these examples it could be prohibitively expensive to select this
generator for any type of response provision.

Example 4

In this example we buy the first offer of 50MW at the price of £20/MWh. The frequency then falls by
0.1Hz and the generator increases his output by a further 30MW in accordance with his frequency
response matrix table. This 30MW would attract the next offer price of £1000/MWh for the delivery
duration. This highlights the interaction between energy balancing actions and response delivery.

These examples highlight the problems associated with optimising response holding when the energy
delivered is paid at bid/offer price. In order to schedule responsive plant, we would need to perform a
probabilistic assessment of frequency deviation to assess whether the frequency is likely to move up or
down, and by how much.
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¢ Transmission Company Analysis

Modification P.34/P.36
National Grid has provided responses to ELEXON Legal Advisor's questions. For clarity, the
text we have added is coloured blue.
This information is required (from a public law perspective) for the consultation on these
modifications, to enable respondents to understand, and comment effectively, on the
implications of the proposed modifications.
In answering these questions, | have limited our answers to those aspects of ASAs that relate
to P34 and /or P36.
Note that (under the Transmission Licence) there are three classes of Balancing Services:
I, Bid Offer Acceptances
. Ancillary Services
i Other Services.
Currently, the BSC is drafted such that the delivery of Bid Offer Acceptances does not expose
the provider (or a third party) to imbalance charges whilst the delivery of Ancillary or Other
services potentially can. P34 and P36 only deal with Ancillary Services and Other Services. P34
seeks to make Ancillary Services and Other Services consistent with Bid Offer Acceptances by
removing imbalance charges. P36 seeks to treat the energy delivered by certain Ancillary and
Other Services as if a Bid Offer Acceptance had been issued. Where the question relates to
Balancing Services, the answer is restricted to Ancillary Services and Other Services.

1. Changes made to ASAs for NETA:
1.1  What changes were made to Ancillary Services Agreements as a result of NETA?
In changing from the Pool to NETA, the Mode A Response Service became exposed to
imbalance charges and lost the payment for the cost/avoided cost of energy
production. Ancillary Service Agreements were modified to make an energy payment
and refund (a surrogate of) the imbalance charge incurred.
Other service agreements either had price changes to reflect the risk of imbalance
exposure, or (in the case of a limited number of service agreements) had some form
of imbalance charge compensation payment similar to that for Mode A Frequency
Response.
1.2  Explain the effect of each of these changes.
As per 1.1
1.3 Which of these changes were:
(a) designated by the Secretary of State under the Implementation Scheme; or
Changes to Mode A Response Service** Agreement were designated by the
Secretary of State under the Implementation Scheme.
(b) resolved (following dispute) by the Authority under the Implementation
Scheme; or
No agreements went to dispute requiring resolution by the Authority.
(c) agreed between NGC and the service provider.
All other services.

2. Introduction of CUSC:

2.1 How did the structure of ASAs (mandatory and commercial) change as a result of the
introduction of CUSC.
Commercial Service Agreements (CSAs) were unchanged by CUSC.

34 The Mode A Response Service is also know as the “Mandatory Response Service”.
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Mandatory Service Agreements (MSAs) were modified to reflect the CUSC agreement.
Generic provisions for the mandatory balancing services of frequency response and
reactive power are codified with the CUSC. Site specific provisions remain within the
MSA. These changes were purely structural and did not affect payment mechanisms or
rates.

Other than these structural changes, did any commercial terms for Mandatory or
Commercial Ancillary Services change when CUSC was introduced and, if so, how.

See 2.1

Current arrangements:

In respect of each Balancing Service, how is the Service currently paid for, and how is

the issue of exposure to imbalance charges currently addressed.

The payment for Ancillary Services and Other Services is the subject of Bilateral

Agreements between National Grid and the service provider. Some of these

agreements include CUSC terms and agreements for mandatory services refer to

mechanisms codified within the CUSC. The treatment of imbalance charges varies
between the agreements. Generally:

I Mandatory Response is refunded a surrogate of the imbalance cost that it has
actually incurred (the refund mechanism being contained within the CUSC, and
being common to all providers of Mode A Frequency Response); and

il. Commercial Service prices include a risk element to reflect exposure to
imbalance prices (noting that a limited number of commercial agreements have
some form of imbalance risk management).

Attachment 1 details the current arrangements.

Is there any reason why the issue of exposure to imbalance charges cannot be dealt
with bilaterally between NGC and the service provider in their ASA/BSA.

This issue is discussed in Attachment 2.

What are the reasons for believing that this issue would be better dealt with in the
BSC.

Refer to 3.2

What proportion of balancing services could not effectively address this issue
bilaterally (i.e. how big is the problem).

At the start of NETA, we forecast the cost of Response Imbalance Refund in the range
£11 — 55k /day (£4 — 20M pa)®*. We are expecting this cost to out turn in the mid to
upper range of this forecast for the year 2001/2.

The prices of other services (such as Standing Reserve) has also varied since the start
of NETA. The reasons for this variation will include elements of imbalance risk
management but also the loss of Pool capacity payments. It is not possible to explicitly
isolate this cost element. However, exposure to imbalance prices has been cited by
providers when services have been withdrawn.

What changes would be required to existing bilateral balancing services agreements if
this modification is approved. How is it proposed to make those changes.

For Mandatory Frequency Response, a change to CUSC would be required. National
Grid have submitted a CUSC Amendment Proposal for consideration at the next CUSC
Panel Meeting. No change would be required to the bilateral contracts.

3 paragraph 6.32 of “Initial Proposals for NCC's System Operator Incentive Scheme under NETA. A Consultation Document and
Proposed Licence Modifications” Ofgem (August 2000)
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Standing Reserve is contracted on an Annual Tender round. We envisage that the
standard contract offered at the tender round for services offered after the P34
effective date will reflect this change.

For relevant other commercial Ancillary and Other service agreements, National Grid
will enter into bilateral discussions with the service providers.

BSAD:

What interaction or overlap (if any) is there between the adjustment for energy
imbalances associated with delivery of Balancing Services and the values included in
BSAD.

None

What changes will be required to NGC's BSAD methodology statement to ensure that
any interaction or overlap is addressed (transparently).

None

Arbitrage and Trade Tagging:

What interaction or overlap (if any) is there between the adjustment for energy
imbalances associated with delivery of Balancing Services and the trade tagging
mechanisms in the BSC.

None: Note that Bid Offer Acceptance is a Balancing Service, and this interacts with
“Trade Tagging”. However P34 only applies to Ancillary and Other Balancing Services
(not Bid Offer Acceptances) therefore there is no interaction with this mechanism.
How is it proposed to deal with any overlap.

Not Applicable

Other changes:

What changes would be required to CUSC (including schedules and exhibits) if the BSC
modification is made.

Paragraph 4.1.3.9A of CUSC would require modification. This is detailed in attachment
3.

What changes would be required to the Grid Code if the BSC modification is made.
None.

Comparison:

What is the System Operator's view of P.36.

The Transmission Company does not support P36. In brief, we have the following

concerns with P36 (noting that the scope that P36 would be applied to is not clear):

I P36 would pay a Mandatory Service (subject to cost reflective pricing
principles) at Bid Offer Acceptance price. This is a move from cost reflective to
value based principles which would result in increased costs of system
operation (funded by BSUoS customers) without the benefits of a market
mechanism. We have failed to identify any resulting benefits from the
increased cost. In addition, Bid/Offer payment for frequency response energy
conflicts with the design of certain response markets. The Balancing Services
Standing Group (BSSG) under CUSC will be working to develop proposals for
the implementation of frequency response market arrangements over the
coming year.

. P36 pays the lead party of a BM Unit. Where services are provided by the
demand side, the service provider is typically not the lead party of the BM Unit.

i P36 only allows a single price structure to be applied to a single BM Unit.
Multiple services and providers may be embedded within a single BM Unit, and
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the prices of these different services may not be properly reflected in a single
bid offer ladder. In order to correctly pay for services, we would be forced to
hedge bid offer prices — this would further damage transparency.

iv. P36 seeks to modify the industry’s current governance structure. It seeks to
transfer the energy payment for Mandatory response from CUSC governance to
the BSC.

V. The use of Bid/Offer prices to pay for frequency response raises a number of

issues. Using the same prices for frequency response as for short term energy
balancing would prohibit competition in these Balancing Services by blurring
the distinction between such services. This mechanism would not create
competitive pressure on the costs of providing frequency response. In addition,
using Bid-Offer prices as submitted into the Balancing Mechanism provides
potential for providers of this mandatory service to preclude selection by
submitting high prices and making the system prohibitively expensive to
operate.
A fuller description of our concerns is contained in our consultation response.
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Attachment 1:
Current Treatment of Imbalances associated with Ancillary and Other Services
Paper by National Grid

Revised 29 October 2001

Introduction

The purpose of this paper is to explain how the impact of deviation from contracted energy position
and Physical Notification resulting from the variation of production or consumption in accordance with
Ancillary and Other Service contracts is handled under the following contract mechanisms:

iv. CUSC (relating to mandatory provision of frequency response);

V. CUSC if Amendment Proposal CAP001% (also relating to mandatory provision of frequency
response) were adopted; and

vi. Bilateral Contracts between the Transmission Company and Service Providers for other services
(including commercial response).

The effects of the deviation are as follows:

iv. The parties exposure to Energy Imbalance Charges (System Buy and Sell Prices) is varied;
V. An information imbalance charge is incurred (currently set to £0 / MWh); and

vi. The party may be subject to a non-delivery (of bids or offers) charge.

This paper:

iv. describes how each of the charges may be incurred;

V. possible mechanisms for refunding the charge; and

Vi. summarises the mechanisms used in each contract form.

The paper does not consider the effects of ancillary and other service delivery on BSUoS charges and
the Residual Cashflow Reallocation Cashflow, nor does it consider payment for the associated energy.

Energy Imbalance

An Energy Imbalance charge is made against each energy account (not BMU) for the difference
between the credited energy volume (not FPN) and the contracted energy volume. If the account is
short (more energy was contracted that generated or more energy was consumed that contracted) the
shortfall is bought from the system at System Buy Price (SBP). If the account is long (more energy was

% Ofgem have since approved CAP0O1, effective from 21 September 2001.
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generated than contracted or more energy was contracted than consumed) the surplus is sold to the
system at System Sell Price (SSP) (which may be negative)®’.

Contracts (including CUSC) can seek to address this on a BMU specific basis by refunding SBP if the
volume of ancillary and other services energy is negative, and charging the provider SSP if the volume
of energy is positive. The contract will then make a payment for the energy actually delivered at an
agreed rate.

The following table illustrates the impact of 25 MWh of reduced production in accordance with an
ancillary services agreement (and assumes that the actual and expected energy volume are the same),
delivered by a service provider against three scenarios:

iv. A balanced contract position;
V. a short contract position; and
vi. a long contract position.

In each case it is assumed that imbalance prices are as follows:
SBP: £40 /MWh

SSP: £10 /MWh

Balanced Short Long

No AS With AS No AS With AS No AS With AS
Contract Position 200 200 200 200 200 200
/MWh
Planned Production 200 200 180 180 220 220
/MWh
AS requirement /MWh 0 -25 0 -25 0 -25
Actual Production 200 175 180 155 220 195
/MWh
Imbalance /MWh 0 -25 -20 -45 20 -5
Imbalance payment 0 -1000 -800 -1800 200 -200
/£
Ancillary service - 1000 - 1000 0 1000
imbalance refund /£
Total /£ 0 0 -800 -800 200 800
Impact of Ancillary - No No £ 600
Service refund impact impact surplus

From this table it can be inferred that the current mechanism correctly refunds imbalance payments in

the following scenarios:

57 Refer to BSC T4.7.1
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i Against a balanced contracted position; and
ii. where the ancillary or other service energy delivery makes the imbalance greater.

However, where the ancillary or other service energy delivery reduces imbalance there is the possibility
of overpaying the service provider (this is paid for through increased BSUoS charges and in not offset
by the residual cashflow reallocation cashflow).

This limitation can only be overcome if the adjustment is made on an energy account specific basis.

Information Imbalance Charge

If the metered output of a BMU differs from its expected output (FPN plus bid offer acceptances) then
the (modulus) error is charged at the Information Imbalance Price (IIPJ-)SB. 1P is currently set to
£0/MWh, and hence no charges are made.

No contracts currently refund the Information Imbalance Charge, although certain commercial
contracts have reopeners if 1IP is varied.

Non Delivery Charge

If a BM unit has a bid or offer accepted but fails to vary its output in accordance with the bid offer
acceptance, it is potentially subject to an energy imbalance charge. However, if the imbalance charge is
less expensive than the accepted bid or offer price, then the provider can potentially make a profit from
non-delivery. The non delivery rule® requires a party that does not deliver a bid offer acceptance to
refund the difference between the acceptance price the relevant imbalance price.

Where a provider has had a bid or offer accepted, but delivery is offset by energy delivery under an
ancillary or other service contract they are potentially required to refund payment for the bid offer
acceptance, despite having met all their contractual obligations.

Currently no ancillary or other service contracts compensate for the effects of the non-delivery charge.
However, if adopted the CUSC Amendment Proposal CAPO01 would introduce a refund of the non-
delivery charge for mandatory frequency response.

%8 BSC T 4.3 refers
39 BSC T 4.8 refers
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Summary of Current Contract Position

Energy Imbalance | Information Non delivery
Imbalance
cusc*? No provision
Refund of energy
CUSC following imbalance volume at Full refund by the
adoption of SBP or SSP Transmission
CAP001%? No provision*! Company
Commercial
Service No provision** No provision
Contracts*?

Where there is no provision to refund an imbalance charge, the service provider is expected to include

the imbalance cost risk in the service price.

Payment for Energy

Energy delivered under these contracts (where a bid offer acceptance is not given) is paid at a rate
specified in the contract. Prices for energy may be specified using a number of methods including the
following:

i A fixed price agreed in the contract;
ii. A price based on a fuel price index;

iii. A function of Imbalance prices;

iv. A function of bid and/or offer prices;
V. Reference to an external electricity market.
Summary

Currently energy imbalance resulting from the delivery of ancillary and other is refunded by the
Transmission Company for mandatory response (via CUSC) and for a limited number of commercial
contracts. The method employed can result, in certain circumstances, in the Transmission Company
making over payments which are funded through increased BSUoS charges and not offset by an
increase in residual cashflow reallocation cashflow.

No contracts currently refund information imbalance or non-delivery charges. However CUSC
Amendment Proposal CAP001* would introduce a refund of the non-delivery charge for mandatory
response and certain commercial contracts have reopeners should the information imbalance price
become non-zero.

40 CUSC relates to mandatory response delivery only.

41 Certain commercial contracts have reopeners should the information imbalance price (11P) be varied.
“2 CAP0O1 also revises the calculation of volume expected from the delivery of mandatory response.

3 Relates to all services other than mandatory response.

44 Certain commercial contracts have some form of imbalance provision.

5 Now approved
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Attachment 2:
Filenote by the Transmission Company

18 September 2001

Why National Grid cannot achieve the same effect as P034 via other contractual mechanisms
outside of the BSC

BSC Modification Proposal P034 proposes that the volume of energy delivered associated with certain
balancing services is transferred to the energy account of the Transmission Company. In this way, the
delivery of that balancing service will not result in imbalance charges being levied on the service
provider via the BSC. National Grid is of the view that it is inappropriate for balancing services providers
to be exposed to imbalance prices when they are delivering services that are, in themselves, helping to
maintain system balance.

P034 achieves this removal of imbalance by removing exposure at source, i.e. in the BSC. This
removal of exposure cannot be achieved via other contractual mechanisms outside of the
BSC.

It is possible to transfer imbalance exposure via contractual arrangement outside of the BSC, but it
is not possible to remove it altogether. National Grid is of the view that transferring imbalance exposure
via contractual arrangements is less satisfactory than removal at source (as per P034).

Current arrangements exist in the CUSC to transfer imbalance exposure arising from the provision of
mandatory frequency response, but under these arrangements it is difficult to calculate the exact level
of imbalance that is occurring. This is one of the driving factors behind National Grid proposing P034.

The issues associated with CUSC contractual arrangements transferring imbalance exposure are as
follows:

Contractual arrangements outside of the BSC cannot remove exposure to imbalance completely.
They can only serve to transfer imbalance exposure from the service provider to National Grid. This
results in the following:
- The service provider will pay imbalance charges for the volume of balancing service — this will
contribute to the residual cashflow;
Under CUSC contractual arrangements, the service provider then transfers the imbalance
payment to National Grid, and National Grid compensates the service provider for the actual
costs of delivering the service at a price specified within the balancing services contract;
National Grid therefore becomes exposed to imbalance charges, which are passed through into
the BSUOS charge, levied on all BM Unit Lead Parties;
National Grid believe this circulating cashflow is inefficient;
These CUSC arrangements only apply to the delivery of the mandatory balancing service of
frequency response.
It would be possible to extend these arrangements for other balancing services, which are
governed via agreements bilaterally negotiated between National Grid and the service provider;
Current arrangements require National Grid to develop settlement systems which replicate central
settlement systems (e.g. to calculate non-delivery charges). It is National Grid’s view that this is
inefficient when a seemingly small change to Logica systems could effect P034;
If contractual transfer arrangements exist outside of the BSC then it will become increasingly
difficult to co-ordinate changes between CUSC contractual arrangements and the BSC;
Also, it may be that variables in the BSC will lose their meaning as there could be many contractual
arrangements outside of the BSC that are transferring the exposure (for example it will become
difficult to accurately state how much imbalance charges are if this money is recirculating via the
residual cashflow and BSUo0S).
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In summary, the effect of PO34 to transfer imbalance exposure at source cannot be
achieved via other contractual arrangements outside of the BSC..
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Revised CUSC 4.1.9.3A required by implementation of P34 (Draft — Subject to legal review)

4.1.3.9A

Payment Formulae - Imbalance Compensation Payment

(€Y

The Imbalance Compensation Payments for BM Unit i in
Settlement Period j to be made by NGC to a User referred to
in Paragraph 4.1.3.8 shall be calculated in accordance with the
following formulae:-

ICP; = IE;;” ReferencePrice

But so that where ICP; is negative such amount shall be paid by
the User to NGC.

Where:

ICP; is the Imbalance Compensation Payment to be made
to or, as the case may be, by the User; and

IE; is the expected imbalance energy for BM Unit i in
Settlement Period j calculated as follows:-

SPD
Where:

SPD
Q dt is the integral at times t, over the Settlement Period

duration.

FRjj(t) is the expected change in Active Power output for BM
Unit i, at time t (resolved to the nearest integer minute),
expressed in MW derived from the relevant table set out in the
Mandatory Services Agreement (as such table is interpreted
in accordance with Paragraph 4.1.3.11) by reference to the level
of De-Load of the BM Unit concerned at the end of the minute
and the mean Frequency Deviation over that minute when
that BM Unit is providing Mode A Frequency Response and
zero at all other times.

For this purpose:-

(i) for a positive Frequency Deviation the expected change in

Active Power output of BM Unit i shall be derived from
the high frequency response table set out in the Mandatory
Services Agreement and shall be signed negative; and

(i) for a negative Frequency Deviation, the expected change in

Active Power output of BM Unit i shall be derived from:

A) the Primary Response data in the case of a BM
Unit being instructed to deliver Primary Response
without Secondary Response; or
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B) the mean of the Primary Response and Secondary
Response data in the case of a BM Unit being
instructed to deliver Primary Response and
Secondary Response,

in each case shown in the low frequency response tables
set out in the Mandatory Services Agreement and
shall be signed positive.

(P + P
2

month

reference price =

Where:

BP,..,and SSP, .., are the calculated time weighted

mi
average of SBP; and SSP; respectively for the preceding calendar
month in which the service is provided.

(not used)
(not used)

In this Paragraph 4.1.3.9A, the following terms shall have the
meanings ascribed to them in the Balancing and Settlement
Code:-

“SSh;”
“SBP;”
“SPD”
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ANNEX 6 — ELEXON ANALYSIS

a Impact Assessment of Modification P34

Mod No. P34 Title: || Transfer of Imbalances caused by Balancing services to the
Transmission Company Energy Account

Assessor Alex Grieve Assessor | BSC Systems Release || Date 15/11/01
Name Team| 2 Project

Modification Summary: See 027AAR

Summary of solution(s): See 027AAR

Product Affected Reference Target Cost of
Issue Embodying CP -
Man Days

36 md

This should include:
Impact on NETA Services; (review)
SAA, BMRA
SAA BMRA URS

Release 2
(Sep 02)

IDD Part 1 and 2
SAA BMRA System Specification
SAA BMRA Design Specification
SAA BMRA OSMs
The legal framework 11 md
BSC (check for issues & incorporate)
BMRA Service Description (develop and review)
SAA Service Description (develop and review)
Business definition documents (review)
Neta Data File Catalogue
Communications Requirement Document

Reporting requirements document;

Impact on flows (new/amended/deleted/BSC party impact);
(manage party/NGC communications)

SAA- 1014 (all subflows)
NGC-BMRA SAA Interfaces Specification

10 md

. 10 md
Impact on BSCCo systems/processes (review/manage)

TOMAS - change to calculation plus new flows from
NGC

ELEXON Web site (possible inclusion of new values)
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ELEXON Test Strategy 10 md
ELEXON Business Requirements Solution 15 md
Logica Test Strategy 3md
Logica — Change Specific testing documentation 10 md
Logica — Regression testing documentation 10 md
Participant Testing specifications and activities 10 md
Additional Audit activities (PwC) 6%

Total additional effort required (133 Md, £80k). This can be £60k

achieved with one additional full time resource in the project. It
is expected that at least half of this could be funded from the
existing project budget but it would be necessary to move
funding to the demand led budget (currently funded from
operational budget). See assumption 7.

PwC costs would have to be assessed — say £20k

Impact on other Systems —
BSC Party/Agent systems to process SAA-1014 (optional)
NGC systems to produce new flows

NGC systems to process SAA-1014

Assumptions —

1. New NGC flows will be sent electronically to Logica and by email /internet ftp to ELEXON (i.e. does

not require new comms to ELEXON).

2. Participant testing will be required and will use the participant test environment

3. Test transmissions will be required

4. Logica will meet the acceptance criteria

5. Ofgem determination given in time for Logica to complete development by the end of March/April at
the latest to enable regression testing to begin on time (critical path for September go-live)

6. Logica will issue documentation changes for review as DCRs and will have time to incorporate into

full documentation release for Release 2 (March)

7. Cost assessment based on inclusion of P34 only in the full release planned for Sept 2002. If other
mods are also included then the project may not be able to absorb %the effort/cost for P34. In

such a case the cost for P34 would be £80k + £20k.

8. Assumes P34 and P36 will not be authorised (i.e. they are mutually exclusive).

Issues and Risks —

Ofgem determination not received in time for Logica to complete development by end of March/April at

the absolute latest to enable regression testing to begin on time
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Mod No. P36 Title: Generation of Bid Offer

acceptances

relating to energy
delivered as a result of providing applicable balancing services

Assessor
Team

Assessor || Alex Grieve

Name

BSC Systems Release
2 Project

Date

15/11/01

Modification Summary: See 027AAR

Summary of solution(s): See 027AAR

Product Affected Reference
This should include:
Impact on NETA Services; (review)
SAA, BMRA
SAA BMRA URS
IDD Part 1 and 2
SAA BMRA System Specification
SAA BMRA Design Specification
SAA BMRA OSMs
The legal framework
BSC (check for issues & incorporate)
BMRA Service Description (develop and review)
SAA Service Description (develop and review)
Business definition documents (review)
Neta Data File Catalogue
Communications Requirement Document
Reporting requirements document;

Impact on flows (new/amended/deleted/BSC party impact);
(manage party/NGC communications)

SAA- 1014 (all subflows)
NGC-BMRA SAA Interfaces Specification
Impact on BSCCo systems/processes (review/manage)

TOMAS - change to calculation plus new flows from
NGC

ELEXON Web site (possible inclusion of new values)

Target
Issue

Release 2
(Sep 02)

Cost of

Embodying CP -

Man Days
36 md

11 md

10 md

10 md




ASSESSMENT REPORT
Page 261 of 264

ELEXON Test Strategy 10 md
ELEXON Business Requirements Solution 15 md
Logica Test Strategy 3md
Logica — Change Specific testing documentation 10 md
Logica — Regression testing documentation 10 md
Participant Testing specifications and activities 10 md
Additional Audit activities (PwC) 6%

Total additional effort required (133 Md, £80k). This can be £60k

achieved with one additional full time resource in the project. It
is expected that at least half of this could be funded from the
existing project budget but it would be necessary to move
funding to the demand led budget (currently funded from
operational budget). See assumption 7

PwC costs would have to be assessed — say £20k

Impact on other Systems —
BSC Party/Agent systems to process SAA-1014 (optional)
NGC systems to produce new flows

NGC systems to process SAA-1014

Assumptions —

1. New NGC flows will be sent electronically to Logica and by email /internet ftp to ELEXON (i.e. does

not require new comms to ELEXON).

2. Participant testing will be required and will use the participant test environment

3. Test transmissions will be required

4. Logica will meet the acceptance criteria

5. Ofgem determination given in time for Logica to complete development by the end of March/April at
the latest to enable regression testing to begin on time (critical path for September go-live)

6. Logica will issue documentation changes for review as DCRs and will have time to incorporate into

full documentation release for Release 2 (March)

7. Cost assessment based on inclusion of P34 only in the full release planned for Sept 2002. If other
mods are also included then the project may not be able to absorb %the effort/cost for P34. In

such a case the cost for P34 would be £80k + £20k.

8. Assumes P34 and P36 will not be authorised (i.e. they are mutually exclusive).

Issues and Risks —

Ofgem determination not received in time for Logica to complete development by end of
March/April at the absolute latest to enable regression testing to begin on time
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ANNEX 7 — ELEXON LEGAL ISSUES

The following was provided by the ELEXON Legal Advisors with regards to the legal issues identified
against Modification Proposal P34 and Modification Proposal P36.

M odifications P.34 and P.36
Noteto ELEXON

This note discusses certain lega issues raised by Modifications P.34 and P.36, principally concerning
governance of the proposed arrangements. The issues relate to both modification proposals (and/or their
aternatives). Therefore, we do not seek to distinguish between the proposals for the purposes of this
note.

This note does not consider legal drafting points, which will need to be addressed once these lega
issues have been resolved, and the responses to the impact assessments and analysis from NGC have
been reviewed.

Governance

1 Both modification proposals would require decisions to be made as to:
the Balancing Services to which the proposed arrangements would apply; and

assuming NGC is to be responsible for determining the data to be fed into Settlements, the
basis upon which NGC would determine the data ("M ethodol ogy").

2. The lega issues are:
@ In which documents could these matters be defined?

This is a technica legal question concerning the legal scope of possible documents.
Obvious candidates are the BSC, CUSC or a statement developed under NGC's licence
similar to the BSAD Methodology Statement.

It would seem that the definition of relevant Balancing Services and the Methodology
could, in theory, be housed in any of those documents. There is no obvious right or
wrong answer. These matters relate to data to be fed into Settlements under the BSC,
and which affect the outcome of Settlements. On the other hand, the data also concerns
NGC's procurement and use of balancing services, activities which fall within the scope
of CUSC and NGC'slicence.

In summary, we believe that any of those documents could in theory house these
matters.

(b) The next question is: in which documents should these matters be defined?

This is a question of public law as to what is appropriate (in a public law sense). By
way of background, it isimportant to note that questions as to the governance of certain
matters (in or affecting the BSC) relating to system operation or balancing were the
subject of policy decisions prior to Go-live. In particular, those policy decisions led to
the decision to house the BSAD Methodology Statement, the Procurement Guidelines
and the Balancing Principles under NGC's licence, not under the BSC.
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Paragraph 3 discusses some of the pros and cons of certain possible options, which may
be relevant in deciding whether or not a particular option is appropriate in this case.
Thelist is by no means exhaustive.

Some of the pros and cons of each option are:

(@

(0)

BSC: define the relevant Balancing Services and the Methodology in the BSC

From alega perspective, thisis undesirable for various reasons:

the definition of relevant Balancing Services and the Methodology will necessarily
have to be couched in fairly genera and perhaps vague terms in order to provide
sufficient breadth and flexibility. This means that the wording may be difficult to
interpret and prone to dispute;

hard-wiring these matters in the BSC means a BSC modification would be required
each time a change was needed (arguably a more flexible change mechanism is
more appropriate in this case to respond promptly to market developments);

disputes concerning NGC's application of the new arrangements would be subject
ultimately to arbitration under the BSC. This may not be an appropriate forum in
which to decide such matters because (a) they relate to the way in which NGC is
balancing the system, which is more properly regulated by the Authority rather
than through arbitration with market participants and (b) NGC may arguably be
inhibited from contracting efficiently for Balancing Services if it is at risk of
arbitration under the BSC in respect of the data submitted by it into Settlements,

it may be considered inconsistent and therefore inappropriate if other decisions of,
arguably, no greater importance (BRL, system-to-system flows, BSAD
methodology etc) are made subject to Authority approval under the BSC and/or
under NGC's licence while these matters remain subject to a more devolved or
lower level governance regime;

the potential interactions between the definition of Balancing Services and the
Methodology and other regulatory or regulated documents may suggest it is more
appropriate for the Authority to have arole in supervising and co-ordinating these
matters and subsequent revisions (for example, interactions with NGC's incentive
scheme in its licence, with CUSC and the Grid Code, with the Procurement
Guidelines and the Bdancing Principles and with the BSAD Methodology
Statement).

CUSC: define the relevant Balancing Services and the Methodology in CUSC

This raises a lot of the same difficulties mentioned above in relation to the BSC. In
addition:

defining relevant Baancing Services and the Methodology in CUSC would
increase the number of dependencies between CUSC and the BSC, and hence the
complexity of the overal contractual matrix, the need for co-ordination of
modifications and disputes, and so on. The greater the complexity of the
relationship between the two codes, the greater the opportunity for protracted and
expensive disputes;
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the congtituency of CUSC and the BSC is different (for example, non-physica
traders are not party to CUSC and presumably do not have a forma role in its
modification process).

Transmission Licence: define the relevant Baancing Services and the Methodology in
statements prepared by NGC under its licence, subject to the Authority's approval or veto:

the existing provisions in NGC's licence relating to the BSAD Methodology Statement are
not broad enough to alow these matters to be defined in that Statement. A licence
modification would be required either to expand the relevant licence provisions or to insert
new provisions for an additiona statement;

this has the advantage of being consistent with the approach to BSAD and of ensuring
appropriate regulatory control while avoiding some of the pitfals associated with a
contractua framework (see (@) above);

the change mechanisms could be more flexible so that it was easier to adjust the new
statement from time to time (subject to consultation and Authority approval/veto);

the disadvantage is the timing and other difficulties of obtaining a licence modification, if
this route were chosen.

Framework under BSC: establish a procedure under the BSC (or CUSC) to define the relevant
Balancing Services and the Methodol ogy:

This scenario is similar to (c) above but the requirement for the statements would sit under the
BSC rather than NGC's licence. This is the approach adopted, for example, in relation to
system-to-system flows under Section R7.5.3 of the BSC.

In other words, NGC would be required to prepare, maintain and revise from time to time a
statement setting out the relevant Balancing Services and Methodology. This statement, and
any revisions, would be subject to the Authority's approval. NGC could be required to consult

on the terms of the statement, and to prepare a report to the Authority summarising the views of

interested parties, when requesting approval.

The BSC could provide that questions as to NGC's application of the statement should be
determined by the Authority.

In our view, this is the smplest and most appropriate solution, avoiding the need for further
licence modifications while preserving the benefits of (c) and overcoming some of the
disadvantages of (a) and (b).

Retr ospectivity

The Panel is not required to form a definitive legal view on whether or not, as a matter of public law,
the vires exist to make this modification retrospective. It is therefore not necessary to rehearse al the
legal arguments here.

However, in presenting its findings to the Panel, the Modifications Group is likely to want to explain
the pros and cons of retrospective application in this case.



